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The Short-term Outlook 


We are now in the midst of a poststrike boom—or shall 
we say boomlet. For the momentum of the thing seems to 
be depending on consumer markets. And is this demand 
sufficient to keep production on an uptrend? Some com- 
mentators incline to say no. There are two other important 
fields: production for defense and for export. What about 
them? While defense backlogs are tremendous, they are 
becoming increasingly concentrated in three programs (air- 
craft, guided missiles and atomic weapons): For the whole 
defense picture, “the remaining advance will not be the 
major factor in the business situation that it has been for 
the past two years.” As to exports, for one thing “European 
markets may no longer be so ripe for American products as 
they have been in the past.” So the short-term outlook 
is tied rather tight to consumer demand and to the views 
of retailers as to how much and what the public will buy 
this Christmas and next Easter. (Page 370.) 


What Is the Labor Content of Your Products? 


Wage costs as a percentage of the value added by manu- 
facture vary from industry to industry. In one, the wage 
bill may be as low as 15%—in another as high as 60% of 
manufacturing costs. These differences are presented in 
tables and text beginning on page 378. The article has re- 
sulted from the many enquiries being received at the Board 
from Associates asking for comparative data on wage costs 
between their own and other industries. Applications of 
this labor-cost ratio are manifold. A wage boost in an in- 
dustry with a low wage-cost ratio, for example, may not 
have the impact on total costs as a boost of the same size 
in another industry with a high ratio. The relative labcr 
costs of similar products made here and‘abroad is a vital 
matter to tariff makers. Etc. Etc. 


A Matter of Integration 


It’s a complicated process to turn the sheared wool of a 
sheep or the raw. fiber of the cotton plant into styled ap- 
parel or plush carpeting, or even coarse industrial fabrics. 
In the textile trades each of the long series of finishing 
operations—from spinner to retailer—is handled by differ- 
ent specialists. There is little of the integration of operations 
seen in the steel or oil industries. Many small independent 
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firms which do the actual processing of fibers are knit to- 
gether by a vast network of traders, brokers, and finishers. 
This conglomerate appears to do a pretty good job— 
judging from the quality of the product. But the very 
nature of the immense, loosely tied textile industry sug- 
gests a major problem: 50,000 independent firms cannot 
plan successfully to meet changing market demand. As a 
result, the industry has been chronically harassed with glut- 
ted markets and periods of painful adjustment. Many tex- 
tile people fear 1953 may witness another display of this 
weakness. Others are more sanguine. (Page 398.) 


That $400. Deficit 


It’s too late to head off the ghost writers, but the famous 
“$400 deficit” of the average city family has now been 
pared down by at least $150. Conference Board statisticians 
and later the government’s own watchdogs disclosed that 
there had been a clerical error which gave rise to the $400 
figure, now practically a household fact of life. The box 
beginning on page 374, prepared by members of the Statis- 
tical Division, explains just what happened. Other statis- 
tics relating to consumers’ prices, employment, and the 
1952 voting potential are to be found beginning on page 392. 


Keeping Up with the Money Market 


It seemed to be over before some observers were able to 
catch their breath—that apparent reversal of Federal Re- 
serve policy during the September income-tax payment 
week and the attendant extraordinary ease in the short- 
term section of the money market. Large Federal Reserve 
purchases of certificates maturing October 1 saved the 
Treasury from the necessity of paying off embarrassingly 
large amounts of these obligations in cash. For a short 
period and in conjunction with other factors, member banks 
were able to sharply cut their indebtedness to the Federal 
Reserve and at the same time increase their reserves. 


But long-term issues did not share in these developments, 
and most observers suspected that nothing very basic had 
occurred in Reserve policy, and that the former conditions 
of tightness in the money market would very soon return. 
By the end of the following week, events had placed a firm 
foundation under this prognosis. For an account of these and 
related developments at mid-September turn to page 396. 


Hard Goods for Defense: 
The rate of advance is to taper off, but backlogs are high 
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DEFENSE, INVENTORY AND EXPORTS 


Will their sluggish trend take the momentum out of the poststrike boom? 


N August and early September, the rapid resump- 

I tion of steel output imposed a strongly rising 

trend on the whole range of business statistics— 
from electric power output to personal income. 

Industrial production recovered rapidly from its 
strike trough of 191 in July, and averaged 212 in 
August. At the end of the month it was in the 
neighborhood of 218 and in early September it was 
still rising. The pace in most durables industries (in- 
cluding automobiles) was mounting, and in certain 
important nondurables (paperboard, textiles) the 
trend was also up. 

The tension that had begun to develop in consumer 
markets in July eased conspicuously in August, and 
retail trade reports in virtually all lines were satis- 
factory to encouraging. Sales of department stores 
in August, seasonally adjusted, were at their highest 
levels since the boom months of early 1951. Only 
among automobile dealers, stricken by shortages of 
new cars, was sales volume below a year ago. 

With retail trade vigorous if not booming; with 
steel flowing into a still-hungry hard goods sector at 
the rate of over 2.1 million tons a week; with inven- 
tories well in line with current sales rates in most 
industries; with manufacturing backlogs still about 
$70 billion; and with a favorable seasonal tide to 


ride between now and year end, high activity for the 
short term seemed as assured as anything in business 
trends is likely to be. The consensus was still that the 
fall would witness moderate but widespread gains in 
production, prices and income. 

However, there was a noticeable tendency to re- 
duce carlier estimates of where the industrial produc- 
tion index will stand at year end. The 230 estimates 
of June have about disappeared; September estimates 
were in the range of 220-225. 


A SHORT-LIVED BOOM 


One reason: During September the impetus im- 
parted by the steel strike began to subside, although 
it was still far from exhausted. This was, of course, 
to be expected. Steel itself flattened out as it 
reached capacity operation. The sharp climb in elec- 
tric power output in August slowed down in Septem- 
ber. Early that month Tus Conrerence Boarp’s 
weekly statistic on defense spending (reported in the 
Board’s Desk Sheet) bounced back almost to its post- 
Korea peak of carly July. Weekly indexes of business 
activity, after rising on an agreeably precipitous 
trend in August, flattened when they got back to 
their prestrike range. 

As the superficial boom that rose out of the ashes 
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of the steel strike began to wane, it became more 
clear that for the rest of 1952, and for early 1953, 
any new uptrend must come predominantly from the 
consumer, and the industries that supply him. This 
year, the fall season in consumer goods industries has 
a special and difficult assignment: to catch the mo- 
mentum of the strike recovery, and to accumulate it. 
Persevering effects of the strike—in strengthening the 
trend of capital goods markets, defense procurement, 
and the market for steel itself—will help; so will the 
end of consumer credit controls on durables and hous- 
ing, and the stronger trend of wage rates arising out 
of the steel settlement. But the atmosphere through 
which this forward pass is to be completed, while not 
yet alien, is now in many ways less favorable than a 
year ago, and very different from the pre-Korea years. 

In the past, marked uptrends in consumer goods 
business have been associated with some combination 
of several conditions outside the consumer area: 
rapidly rising capital outlays, induced by a favorable 
outlook for prices and profits; sharply rising govern- 
ment expenditures; business and speculative demand 
for inventory, first generated and then kept going by 
rising prices; a favorable outlook for export markets; 
and. as a result of all of these, a rising level of employ- 
ment and income in industries that are not producing 
consumer goods for the American market. 

Activity in this whole range of the economic spec- 
trum is now stable—albeit at a very high level. Over 
the next six months it is expected to turn over slowly 
and head downward—unless defense spending gets 
new impetus, or inventory demand revives very 
strongly, or foreign markets reverse their present 
downward trend. 

This accounts for one rather singular quality of 
current boom forecasts; many of them now attach to 
their short-term optimism an unusually specific cau- 
tion about the longer term. And it may be worth 
pointing out that economists are not alone in looking 
beyond the near term. Unless the next few months 
witness a strong recovery in consumer industries that 
communicates itself to general business, the attention 
of businessmen can be expected more and more to 
focus on the longer-term problems of 1953. 


DEFENSE: HOW MUCH STIMULUS LEFT? 


From a rate of about $16 billion in the second 
quarter of 1950, defense expenditures have risen to 
about $52 billion in the second quarter of 1952. Offi- 
cial estimates still assume a further rise into the 
middle of 1953; at Icast this was the conclusion that 
emerged out of recent disagreements in Washington. 
The new round of argument over the location of the 
peak was precipitated by the revision, in late August, 
- of defense spending estimates for the fiscal year 1953, 
to reflect (1) a reduction in appropriations below 
levels anticipated in the January budget, and (2) 


OCTOBER, 1952 


371 


the effects of the steel strike on defense production. 

New authorizations for defense and foreign military 
assistance for fiscal 1953 fell about $5 billion short 
of the original Administration request; including pro- 
grams usually classed as defense related,! expenditure 
estimates have been adjusted downward from $65 bil- 
lion to about $58 billion. The biggest downward re- 
vision was in expenditures for hard goods*—from $28 
billion to $23 billion. 


THE REMAINING CLIMB 


What excited interest in these figures was that 
calculations of the spending rate in defense from 
monthly and quarterly figures suggested that the pre- 
strike rate was very close to the revised estimate of 
the average rate for fiscal 1953. In the second quarter, 
for example, the spending figure comparable to the 
$58 billion estimate for fiscal 1953 was over $52 billion. 
And the available quarterly figure for hard goods pro- 
curement was at about $23 billion. 

Actually, the identity of the hard goods spending 
rate in the second quarter with the revised estimate 
of the spending rate for fiscal 1953 was misleading. 
Available figures for the second quarter include de- 
liveries of hard goods spare parts—amounting to 
about $4 billion at an annual rate—which are not 
included in the fiscal 1953 estimate. And for the first 
quarter of fiscal 1953 (the third quarter of calendar 
1952) deliveries of hard goods evidently declined 
somewhat below the level established in the previous 
quarter because of the effects of the strike. During 
August and early September, hard goods deliveries, 


1Atomic energy, administration of the defense and stabilization 
efforts, foreign economic aid. 
2Including hard goods for shipment to allies under MSA. 
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on the evidence available in Treasury statements, 
were sharply off from their prestrike rate; for the third 
quarter as a whole, deliveries apparently fell off from 
$23 billion (annual rate) to about $21 billion. 

There is still room in these figures for significant 
further advance in the rate of hard goods deliveries 
(see chart). And outside of major procurement, in- 
creases are likely in expenditures for atomic energy 
(for which spending estimates were raised, rather than 
lowered, in August); and for personnel of the armed 
forces, reflecting more liberal legislation! than was 
requested by the Administration, and also a slight 
further advance in authorized strength. 

It is also true that defense backlogs remain enor- 
mous, even relative to the other ample dimensions of 
the 1952 economy. As of the middle of the year, the 
hard goods backlog amounted to close to $50 billion, 
or about two years of output at current rates. (The 
backlog was still growing during the first half of 
1952.) And behind the backlog of obligations lies the 
backlog of unexpended appropriations. As of July 1, 
1952, the unexpended balance for all defense activities 
was about $70 billion; for major procurement alone 
it was about $55 billion. At the end of fiscal 1953, 
assuming current spending estimates are roughly cor- 
rect, unspent appropriations will be, if anything, a 
little higher. 


WHERE GROWTH STILL LIES 


On the other hand, once the effects of the steel 
strike on defense production have ended—that is, 
once deliveries recover to the rate of the second 
quarter, the remaining advance is likely to be (1) 
very slow, perhaps about 2% per month for six 
months; and (2) increasingly concentrated in a small 
number of programs, as the less complex programs 
flatten out, and in some cases decline. Aircraft (in- 
creasingly heavy jets), guided missiles and atomic 
programs appear to monopolize the remaining growth 
in defense production and spending.? 

Those programs that still contain growth are, 
naturally enough, the same programs that require long 
lead times. In these industries, production schedules 
and employment among subcontractors are well ahead 
of schedules and employment among final assemblers. 
Exclusive of the temporary effects of the steel strike, 
employment in these hard goods programs is now 
geared to a rate of deliveries that will not appear as 
defense expenditures for several months. The defense 
program’s impact on employment and income is thus 

Mneluding mustering-out pay and combat-duty allowances. The 
latter will require a supplemental request for about 8800 million, 


Providing, of course, that the entire program is not revised upward 
again. A paradox of September news was that while a lower spending 
estimate was being digested by analysts. « combination of circum- 
stances —Congressional dissatisfaction with progress in aircraft, the 
emerging fears of what a defense slowdown might mean to business 
conditions--had begun to resolve into pressure for a furthor expan- 
sion of defense goals. 


already extremely close to its peak, and the remaining 
advance will not be the major factor in the business 
situation that it has been for the past two years. 


HOW MUCH INVENTORY DEMAND? 


What happens to inventory between now and the 
first quarter of 1953 is likely to play a dominant role 
in shaping the trend for this short term. Between 
June, 1950, and March, 1951, before defense spending 
had burgeoned into a major component of post- 
Korean business, an inventory boom had been accom- 
panied by a 16% rise in the wholesale price level. 
Between March, 1951, and June, 1952, liquidation of 
inventory—cven though it was confined to nonde- 
fense industry, and in fact was more than offset by 
rises in defense inventory—was accompanied by a de- 
cline in the wholesale price level, in the face of a 
steady and substantial advance in defense spending. 
And even though aggregate inventory was higher in 
June, 1952, than in March, 1951, industrial produc- 
tion, personal income and consumer spending all be- 
haved sluggishly once the precipitous rise in stock 
building came to an end. 


The trends of inventory and of the wholesale price 


The Export Gap Contracts 
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level (see chart) have moved in consonance in the 
postwar period for a double reason.1 While the appear- 
ance of inventory demand serves as a stimulus to 
prices, it is also true that a rising price trend will 
stimulate inventory demand. For the short term, 
prices and inventory policy move in the same direc- 
tion, and enforce each other. 

It is now, at the beginning of the seasonal upswing 
in consumer markets, that inventory policy both for 
Christmas and for spring is taking form. And in this 
critical period, the price level has behaved in a way 
that has not stimulated the urge to accumulate in 
either consumer goods or heavy goods industries. In 
general, commodity prices were firm in June and July, 
and began moving up in August, largely reflecting 
the imfact of drought news on farm prices. But since 
mid-August, prices have slid slowly downward, in a 
period when the seasonal influence tends to be upward. 


INVENTORY POLICY TAKES FORM 


Heavy supply lies behind the inability of the price 
level to rise at a time when inventory policy was be- 
coming firmer. During the last year it was the 
overhang of short-term supply—existing stocks— 
that restrained the price level. Now that these stocks 
have drained off, prices are having to battle a longer- 
term supply consideration: the nation’s greatly ex- 
panded ability to produce. Metals, chemicals, fuels 
are increasingly abundant. During the steel strike 
virtually all the nonferrous metals emerged into a 
supply-demand balance, and some of them—tin, lead, 
zinc—no longer require ceilings to insure stability. 
Since the peak of the industrial production index in 
early 1951, manufacturers have expended about $18 
billion on additional productive facilities. 


The country’s crop outlook is excellent despite the 
drought; in aggregate, the crop is better than in any 
recent years except 1948 and 1949. Relative to 1951, 
production of beef is up about 9%; lamb and mutton, 
15%; wheat, 31%; corn, 8%. An improved food 
situation abroad will probably reduce the export mar- 
ket for many domestically produced foods (see be- 
low). The cotton crop, while about 8% smaller than 
last year’s, is still very substantial—about 18% 
greater than the average crop during the Forties. The 
world carry-over as of August 1 was considerably 
larger than last year, and it is likely to be still higher 
at the end of the current marketing season. While 
many farm commodities are supported at high levels, 
many (including cotton) are also selling above sup- 
port levels, so that significant declines can occur. 

A price level that does not respond to inventory 

1In the 1949 recession, and again in 1951, prices appear to have 
led both inventory and production. The lag of inventory behind the 
other two series charted is partly explained by the fact that accumu- 
lation continues involuntarily for several months after inventory 


policy reverses. In 1951, the extremely long lag of inventory reflects 
continuing rapid accumulation in defense industries. 
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buying can dry up inventory buying. In the light of 
the heaviness of the price level over the past six 
weeks, purchasing agents in general have remained 
cautious and clung to short-term covering policies. 
In September, buyers appear to have lost much of 
the fear of rising prices they were expressing in July 
and August. So, too, apparently, had consumers: 
since Labor Day, department store sales have been 
running only equal to last year, and on a seasonally 
adjusted basis they have been off sharply from 
August. 


HOW MUCH EXPORTS? 


A further cause of restraint on the price level has 
been the recent trend of American foreign trade. 
Early this year, Western Europe and non-European 
members of the sterling bloc imposed a greatly tight- 
ened system of import restrictions. So did many 
countries of Latin America. This spring, American 
exports began to show the effects. Shipments to 
Western Europe and South America began to decline 
as early as April; in June, total American exports 
began to subside, and in July they fell very sharply. 

Particularly for exports of agricultural commodi- 
ties, the outlook is cloudy. Food production abroad 
has risen rapidly—about 10% per year since 1950— 
and this year’s crops are good. Foreign demand for 
cotton has been weak. American wheat will have to 
compete with a bumper Canadian harvest. 


And for an important range of hard goods, Germany 
has become a respected competitor. At midyear, its 
production of capital goods was at a rate roughly 
10% above a year ago, and more than 50% above 
the rate at the time of Korea. A large part of this 
rise is owing to the resurgence of the German auto- 
motive industry, but steel and machinery have also 
enjoyed remarkable growth. At midyear, foreign sales 
of the German machinery, transportation equipment, 
and electrical equipment industries were running 
roughly 35% above a year ago, and about 60% above 
two years ago. 


TRADE WITH EUROPE 


At the same time, virtually all of Western Europe, 
including Germany, has experienced a decline in 
consumer demand that has paralleled the American 
recession in depth, as well as in timing.? The world- 
wide textile depression is the most sensational illus- 
tration of a condition that has been fairly general 
among consumer industries. The effects of this reces- 
sion have also paralleled American experience; while 
foreign prices for capital goods have been firm to 
rising, many types of consumer goods have been slip- 


1Some part—probably less than half—of the decline in exports 
during the summer reflects seasonal factors. 

2Very recently, some European countries have begun: to enjoy 
firmer retail trade, but, as in America, the result of recession has 
been a pronounced decline in the production of consumer goods, and 
very cautious inventory policy. 
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ping down. As of midyear, in fact, living costs were 
declining in France and Belgium; in Britain, Germany, 
Denmark and the Netherlands, they were stable. Al- 
most throughout Western Europe the general whole- 
sale price level has been subsiding more or less 
steadily since the beginning of the year. 


PARADOX OF EASY PRICES 


Part of the answer to the paradox of easy prices in 
the midst of rearmament lies in a general world trend 
toward tighter monetary and fiscal policy. But the 
strong advance of world supply in almost all areas 
and for almost all commodities has certainly been a 
factor of major importance. 

This is not to say that the economies of Western 
Europe have achieved postwar stability, or that in- 
flation is dead abroad. But it does begin to suggest 
that, even apart from dollar scarcities and import re- 
strictions, European markets may no longer be so 
ripe for American products as they have been in the 
past. 

At the same time that foreign markets have been 
contracting, European imports into America have 
shown strength. In June and July, total American 
imports were below a year ago, but only because of 
the sharp deflation in the prices of raw commodity 
imports; in physical volume, they were apparently 
higher than a year ago, and what evidence is available 
suggests that they have continued to rise throughout 
the third quarter. This strength derives from a num- 
ber of sources: the (temporary) effects of the steel 
strike on steel imports; the reduction in inventories 
of imports held in this country; some strengthening 
in American retail trade; and intense efforts of Euro- 


pean producers to tap the rich American market for 
dollars. 


IMPACT ON INFLATION 


The balance of payments of Western Europe with 
the United States is also being favorably influenced 
by a record volume of American travel abroad, and 
by American offshore procurement, which is expected 
to reach a total of about $1 billion in fiscal 1953. 

All of this suggests that, over the next six or nine 
months, Europe’s trade balance with the United 
States may improve materially. This may be all to 
the good in so far as the stability of the West is con- 
cerned. But it should be noted that this improve- 
ment will remove or weaken one of the important 
factors making for domestic inflation; a net margin 
of merchandise exports, the production of which gen- 
erates income that stays at home, while the goods 
themselves go abroad. 


ALBERT T. SOMMERS 
Business Analyst 
Division of Business Economics 


Is the American Family Spending 
More Than It Is Earning? 


The Labor Department announced on August 17 
that the average urban family’s income after payment 
of personal taxes amounted to about $4,300 and its 
total average outlay amounted to about $4,700. This 
difference of $400 has been widely reported in news 
accounts as a “dissaving” and has been used in 
speeches and editorials to prove that the average 
American family was operating in the red in 1950 by 
that amount. This $400 figure was obtained from a 
preliminary report by the Bureau of Labor Statistics 
on its 1950 survey of consumer buying.” 

The Bureau’s report caused concern throughout the 
country, and the Congressional Joint Committee on 
the Economic Report has been looking into the impli- 
cation that the average urban family was dipping into 
past savings or increasing its debts in 1950. The Budget 
Bureau was asked by this Congressional group for a 
clarification of the apparent inconsistencies between 
the results of the BLS survey and the established sta- 
tistical measures of savings prepared by other govern- 
mental agencies. 

The Budget Bureau reported that the savings of the 
American people in 1950 were substantial despite the 
buying spree touched off by the fighting in Korea. 
This was based on the Department of Commerce 
total for personal savings in 1950, which amounted 
to about $11 billion. Since there were 48.2 million 
families (including one-person families) in the United 
States in 1950, the average family saved about $200, 
according to this source. 


Reporting Errors 


As stated in a recent letter written by Stewart A. 
Rice, Assistant Director for Statistical Standards of 
the Bureau of the Budget: “On the basis of some 
ill-advised statements in the article by the Bureau of 
Labor Statistics the difference ($400) between these 
two figures has unfortunately been taken as a measure 
of family savings.” 

The Bureau of Labor Statistics found on review that 
the total average outlay, given as $4,700, was in 
error. The correct figure should have been $4,550. 
This still leaves a difference of $250 between aver- 
age income and average outlay. Some of this dif- 
ference can be attributed to reporting errors in- 
herent in this type of survey, because family heads 
interviewed tend to overestimate expenditures and 
underestimate income. The treatment accorded to 
certain outlays such as insurance, social security and 
durable commodities as expenditures may also be 
questioned. Actually, a portion of these could be 
classified as savings. The basic purpose of the BLS in 
this expenditure survey was, of course, to measure 
consumer buying patterns, not to measure income or 


savings.—J. N. 


Survey of Consumer Expenditures in 1950,” Monthly 
Labor Review, August 1952. 
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IMPORTANCE OF THE CONSTRUCTION INDUSTRY 


By William C. Bober 


F WE ADD to new construction the billions spent 
on modernization, repair, and maintenance of 
structures, it is likely that between $38 and $40 

billion will have been spent on all forms of construc- 
tion activity by the time 1952 comes to a close. Next 
to defense—and not even excluding agriculture—it is 
our greatest industry. 

This huge, chaotic, and amorphous industry cannot 
be pinned down to a few well-behaved trend lines 
useful for forecasting. There is something of a build- 
ing cycle, of course, but the waves of the building cycle 
refuse to rise and subside with any degree of regularity. 
It is like watching the surf of the ocean break on a 
rocky shore. The biggest wave comes when least ex- 
pected, and the rollers rise anew when you are sure 
the ebb has begun. 


AFFECTS SO MANY PEOPLE 


There is a reason for this unmannerly behavior of 
the construction cycle. Building activity is the net 
result of innumerable decisions made by innumerable 
people in every phase of activity in this tremendous 
economy of ours. So many and so varied are the 
forms of activity that give rise to construction that 
the originating impulses come from every direction. 
The industry has not one heart, but many. Home 
building is one heart muscle that dynamizes every 
kind of nonresidential activity. With every new hous- 
ing development you get new shopping centers, 
churches, schools, and endless miles of utility mains. 
It still holds roughly true that for every dollar spent 
on home building you get a dollar spent on other 
structures. 

And when thousands upon thousands of new homes 
grow up where once there was open farm land or 
nothing at all, you get both a labor supply and a 
market for goods, all in one. This attracts consumer- 
goods factories and ultimately producer-goods fac- 
tories to service them. In the end, you get a new little 
Los Angeles, or even a big one, on the very outskirts 
of an older city. This older city may become wholly 


Summary of an address delivered before a Round Table 
on "The Twelve Month's Business Outlook" at the 333rd 
Meeting of The Conference Board at the Waldorf-Astoria 
Hotel on Thursday, September 18, 1952. Mr. Bober is 
economist for the Johns-Manville Corporation. 
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overshadowed by the new conglomeration of homes 
and workshops. 

Thus California became the second most populous 
state in the Union. The climate drew the people. 
The people made the market and the labor pool, which 
in turn drew the factories. And, today, both political 
parties are breaking their necks to capture California, 
whose electoral vote outranks a dozen states put to- 
gether. Out of people an empire grew, and the con- 
struction industry was in on every single phase of 
that growth. 

But the process can also start the other way round. 
Factory building is another heart muscle of this 
industry that dynamizes every phase of building ac- 
tivity. During the war the chemical industry dis- 
covered the Gulf Coast. Its giant new petrochemical 
factories located in sleepy old settlements that had 
drowsed under Spanish moss for generations. The 
people poured in to work the factories. The homes 
grew up in endless rows as far as the eye could see. 
And for every dollar of home building, another build- 
ing dollar was spent for shopping centers, utilities, 
and social structures. 


MAKING OVER WHOLE COUNTIES 


Or take, as an extreme example, the Savannah 
River Project. Here, where there was nothing a year 
ago but the old South that is so rapidly going with 
the wind, a more-than-billion-dollar industrial con- 
struction project is springing out of the ground. It is 
making over a whole tier of counties, drawing people 
by the tens of thousands, activating more home build- 
ing in a single year than the area had known in half 
a century. It is creating a labor pool, a high-income 
market for every sort of consumer product. And it 
foreshadows the rise of still other new factories that 
will serve the people and the major industrial project 
that so suddenly appeared out of nowhere. 

Thus the construction industry is both creator and 
creature because of the ceaseless interplay between 
people and industry. Home building brings the 
people, who need every service and product that the 
American economy can supply. And industrial con- 
struction builds the factories that draw the subsidi- 
ary industries and the people to operate both. 

There is, therefore, no building cycle divorced from 
the business cycle. One makes the other. Construc- 
tion activity is deeply rooted in every phase of eco- 
nomic life. It is dynamized by every one of the giant 
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trends that are making and remaking the American 
nation. 


A FAST-GROWING NATION 


There is, first of all, the dramatic change in popula- 
tion growth. In the decade of the Thirties, we grew 
at a rate of fewer than 900,000 people per year. In 
this decade, it is 2,500,000 and more per year. What 
this does to home building is obvious. Nor is it at all 
true, as one so often hears, that it is only new family 
formation, new marriages, and not the flood of chil- 
dren, that activates home construction. 

During the Depression, great numbers of newly 
married couples remained childless for many years 
and were therefore satisfied to live in small apart- 
ments near the center of urban communities. But 
with the rising prosperity of the Forties, things 
changed. They had their first child and immediately 
every emotion associated with the word “home” be- 
came alive. They were now in the market for a home 
where they could spread out, closer to nature, in the 
suburbs. 

It is true that the marriage rate reached a peak in 
1947 and that new family formation is declining. But 
the birth rate is holding up. Last year there were al- 
most 4 million births in the United States, an all- 
time record. The third child is coming into myriads of 
homes. The effect on home building will be tremen- 
dous. The demand for larger homes and more land 
space, still further out in the suburbs, is already a 
factor to be reckoned with. 

It is no longer very useful to quote the old stock 
answers that a lot of old houses nearer to the center 
of cities will soon be empty, that the vacancy ratio 
will rise, that it will then become cheaper to buy than 
to build, and that the building cycle will therefore go 
into reverse. Things are no longer that simple. Be- 
hind the thrust of population towards the suburbs and 
beyond are forces so powerful that they will over- 
whelm the simple rules of real-estate activity of a 
generation ago. 


WORKERS CAN AFFORD THE SUBURBS 


Among these forces is the automobile revolution 
that is continuing to change our way of life right down 
to the foundation of things. Another is the immense 
redistribution of income that began after the Depres- 
sion and that gathered immense force as a result of 
the war. 

Still another is extremely easy credit. Veterans now 
require only 4% downpayment on a new house cost- 
ing between $7,000 and $8,400, and no downpayment 
at all on houses below $7,000 if they can find any- 
thing at that price. 

Of course this has its bad side. Its inflationary 
implications are obvious. But we are not here dis- 
cussing what ought to be, but what is and will be. 


No matter who is elected in November, easy home- 
building credit whenever building activity slackens 
off will remain a constant in the American economic 
picture. 

We had big birth rates and even more children per 
family in the past. But there was a difference. Such 
families—unless they belonged to a small stratum 
of the relatively well-to-do—were content, or at least 
expected, to live in old second-hand houses crowded 
together near the center of cities. A generation or two 
ago, the families with many children were still, except 
in the South, largely immigrants, only partially if at 
all americanized in their wants and outlook. They 
received relatively low incomes and few indeed dreamt 
of owning a brand new home of their own out in the 
suburbs. 


CHANGE IN OUTLOOK 


But the end of mass immigration has changed all 
that. Today’s families with three children are not 
recent immigrants with low incomes and European 
outlooks. They are fully americanized citizens, largely 
working-class people with more than one bread- 
winner per family—with family incomes that in hun- 
dreds of thousands of cases exceed that of salaried 
workers. They are not in the market for second-hand 
goods. They want and buy new cars, new household 
appliances, new television sets, and new homes. 

These people don’t care how many old homes be- 
come empty near the center of cities. They don’t 
care how big the vacancy ratio is in areas where they 
don’t want to live. They want new homes where 
they can spread out, where they can use their cars, 
where the children have space. They have the income 
and the savings to get what they want. And if they 
haven’t a benevolent government—with its political 
power based on satisfying the urban masses and its 
economic policy based on full employment—stands 
eagerly ready to lend them the money through ex- 
ceedingly easy credit. 

The advertisers tell us never “to underestimate the 
power of a woman.” Neither can we afford to under- 
estimate the power of government to affect economic 
activity. There is no greater mistake than to ignore 
what one does not like. We must deal with facts 
and realities as they are and not as we wish they 
were. You have just seen Regulation X suspended, 
and excessively easy credit will again play a very im- 
portant part in home building. The reason is that 
government wants it that way. The fact that you and 
I consider it highly inflationary and may not like it 
that way will count for nothing at all. 


ENTICEMENT OF THE NEW 


The home buyer of today is not looking for a 
house built in the Twenties. It is obsolete in too 
many ways. Outlets for electricity are merely one ex- 
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ample. The 1930 house used an average of only 545 
kilowatt-hours per year and was wired accordingly. 
The 1951 house, using appliances and equipment not 
even invented twenty years earlier, averages over 
2,000 kilowatt-hours per year. Here you have one 
reason not only why people want 1951 model homes 
but why construction of electric power plants is at 
levels undreamed of in the utility boom of the 
Twenties. 

You cannot dissociate either the volume or type of 
construction of today or in the future from the fun- 
damental trends that activate the entire business 
economy. The growth of population at over 2,500,000 
a year and the almost four times greater use of elec- 
tricity per family add up to a huge volume of power- 
plant construction, plus a new type of house that 
makes the others obsolete. Population growth, plus 
twice the prewar per capita use of telephones, adds 
up to unprecedented telephone-plant construction. 
Continual and ever-eccelerating technological prog- 
ress gives birth to myriads of new products requiring 
billions of dollars of industrial construction. 

New ideas—radiant heating, room air-conditioning, 


picture windows, multiplication of electrical outlets, 


concentration of rooms on one floor—these and many 
others make old homes obsolete. We have a huge in- 
ventory of old homes and have built almost 7 million 
new dwelling units since V-J day. Yet the demand for 
new housing persists. 


A HEDGE AGAINST INFLATION 


One reason for the continued demand is that the 
whole country has become inflation conscious. To 
the ordinary family living in a rented house or apart- 
ment, home ownership is the most obvious inflation 
hedge. Rent control also plays its part. People who 
have become accustomed to paying about 12% or so 
of their income for a rent-controlled but antiquated 
dwelling unit are finding it next to impossible to obtain 
a new rented home for less than 25% of their income. 
So great is the shock of this discovery that it generally 
ends up by turning confirmed tenants into suburban 
homeowners. 

The “build-it-yourself” market is not only prolong- 
ing the residential building boom but is becoming an 
important permanent feature of the scene. It is based 
on something fundamental and permanent. The aver- 
age man now works short hours and has long week 
ends. Automobile ownership and army experience 
have educated him to work with his hands. Power 
tools for use at the building site are relatively cheap. 
Professional building labor is at an all-time high. 
If you keep in mind that about $4,500 of a house de- 
signed to scll at $12,000 is labor cost, you realize how 
much moncy can be saved if the prospective home- 
owner and a relative or friend join forces in doing 
their own building. 
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A building cycle exists and we will have ups and 
downs as in the past, but the great fundamental 
demographic, technological, and social trends make 
for a very high level of construction for many years 
to come. The average level, over a long period, will 
be much higher than ever in our history. 


BUSINESS FORECASTS 


General 


Sumner H. Slichter, professor, Harvard University (in an 
address to the National Hardwood Lumber Association, 
September 24)—“(1) For the period up to the middle of 
1953 when the defense spending reaches a peak, the total 
demand for goods will be slowly increasing. (2) For the 
period of the plateau of defense spending from the middle 
of 1953 to about the end of 1954, the total demand for 
goods will probably change little. It is impossible at present 
to say whether the net movement in that eighteen-month 
period will be up or down, but there are persuasive reasons 
for expecting the net movement in either direction to be 
small. (3) For the period of the slideoff in defense spending 
beginning quite late in 1954 or early in 1955, the net move- 
ment of demand is also uncertain, but the possibility of mild 
contraction for a year or two is very real... . 

“The demand for goods in the next nine or twelve months 
will moderately outrun the supply. Hence the consumers’ 
price index will continue slowly to rise. . . . The long-run 
movement of labor costs is likely to be upward. Since prices 
in the long run must be adjusted to costs, the long-run 
movement of the price level must be expected to be up- 
ward.” 

Marshall D. Ketchum, professor, University of Chicago 
(in an address to the School of Business, September 15) — 
“The probable trends of the components of gross national 
product in the first and second halves of 1953 may be sum- 
marized as follows: 


1953 
First Half Second Half 
Personal consumption expenditures...... Moderate Moderate 
Rise Decline 
Gross private domestic investment...... Decline Decline 
Net foreign investment................ Stable Stable 
Government purchase.................. Rise Stable or 
Moderate 
Decline 


Gordon W. McKinley, economist, Prudential Insurance 
Company of America (in an address to the National Savings 
and Loan League, August 9)—‘Business should be good 
throughout 1953. A decline of $4 billion in business expendi- 
tures on plant and equipment and a fall of about $2 billion 
in home building will be more than offset by a rise of $8 
billion in government spending and an increase of probably 
$13 billion in consumer expenditures. Adding to these 
factors a decline of $1 billion in net foreign investment, 
total spending in 1953 will be about $14 billion more than 
in 1952. 

(Continued on page 381) 


WAGE COSTS IN MANUFACTURING 


HE wage bill in manufacturing industries during formation is again available from the postwar Census 
hae ranged from 15% to 60% of total fabricating of Manufactures—virtually the only source with suf- 
costs, depending upon the industry! For all factories ficiently detailed figures. It would be helpful to see 
combined, labor’s share represented 3812% of total whether the many changes in wages and other produc- 
value added by manufacture. tion costs that occurred during the past decade af- 

In general, industries with high labor content had fected the proportion going to compensate labor. But 
relatively little capital invested per worker; in low noncomparability of industry definitions, etc., between 
labor-content industries, the investment was high. the 1939 and the postwar census does not permit the 
The relationship between labor content and actual comparison. 
hourly wages was not clearly defined, although hourly TWO METHODS 
earnings of production workers did tend to be some- : ; ; 
what low when the relative wage cost was high. Comparison of wages and costs between industries 

may be made on two bases. First, the total wage cost 
A BASIC DETERMINANT may be compared with total value of product, or with 


total sales or gross revenue. Value of product (or 
sales) is composed of: (1) the cost of raw materials, 
fuel, light, power and other purchased goods; and (2) 
the cost of the fabricating service. Since the raw 
materials (and other items listed in the first group) 
used by many industries is the final product of other 
industries, total value of product has a large element 
of duplication. 

The second—and preferable—method of deriving 
relative labor cost is to compare wages with that 
part of value of product which is actually created 


Labor’s share of the manufacturing product is a 
basic ratio. It determines the direct impact a wage 
change has upon manufacturing costs. It is a major 
issue in the whole question of import tariffs. Its 
importance in the labor-vs.-machines alternative is 
obvious. And these are only three examples of the 
many uses for wage-cost statistics. 

During most of the Forties, knowledge of the rela- 
tive importance of wages was limited to the relation- 
ship as it existed in 1939. Now, however, current in- 


1Fabricating cost, as used in this article, equals sales less materials within a given industry. This latter yardstick is called 
and services purchased from other industries. It is thus synonymous 1 dacdil fact ler ts th 
with value added by manufacture. value added by manufacture. represents the sum 


Labor Ratios for Major Industry Groups, 1950 


i TTT [nnn TNE 


Wages of Valued Added Afah Bours Me per Value Added 


Production an Hour per Man Hour 


Capital Invested 
Industry Workers Manuracture 


Wages as % ; 
of Value Ad ihe d Per Production 


by Manufacture Worker, 1948 


Millions of Dollars In Dollars Millions In Dollars 
All manufacturing.............++++eeeeee 34,566 89,676 38.5 8,561 23,692 3.785 
Food and kindred products............- 2,855 10,095 28.3 10,872 2,215 i 4.558 
Tobacco manufactures..........--+++05 177 806 22.0 25,152 160 1.106 5.088 
Textile mill products.............-++06- 2,853 5,624 50.7 5,064 2,294 1.244 2.452 
Apparel and related products........... 2,169 4,174 52.0 8,132 1,814 1.196 2.301 
Lumber and products exc. furniture...... 1,510 3,166 47.7 4,319 1,272 1.187 2.489 
Furniture and fixtures..............0065 774 1,667 46.4 3,855 617 1.254 2.702 
Paper and allied products..........0065 1,237 8,432 36.0 8,905 872 1.419 3.936 
Printing and publishing................ 1,700 4,903 84.7 7,687 1,017 1.672 4.821 
Chemicals and products.........+++++++ 1,471 7,287 20.3 16,882 955 1.540 7.578 
Petroleum and coal..............000065 624 2,139 29.2 76,933 330 1.891 6.482 
Rubber products.............++0+++-45 639 1,610 39.7 8,337 889 1.643 4.139 
Leather and products.............00005 773 1,499 61.6 8,494 629 1,229 2.383 
Stone, clay and glass products.......... 1,220 3,138 88.9 6,430 863 1.414 3.636 
riimarysmetals ern en tiie eariicat 8,400 7,951 42.8 9,297a 2,009 1.692 3.958 
Fabricated metal products............++ 2,524 6,211 40.6 6,562a 1,658 1.522 3.746 
Machinery, except electrical............ 8,609 8,765 41.2 7,795 2,183 1.653 4.015 
Electrical machinery Ma cae dol elena 1,789 4,794 37.3 7,641 1,215 1.472 3.946 
Transportation equipment incl. auto..... 3,656 8,547 42.8 8,365a 2,060 1.775 4.149 
Instruments and related products. ....... 540 1,418 38.1 6,227a B47 1.556 4.086 


Sources: Bureau of the Census; Tum Cone suance Boanp 
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Wage Costs in 109 Industries, 1950 


Value Added M 
Value Added vise reeay ave Wages per Man Hour are Hou = 
Man 
Industry Wages by Manu: Boas 
eo Per Cent Rank Amount Rank Amount Rank 
In Millions 

Food 

Meat products Ms.) 02.6 he Roce «3 $659 .2-| $1,505.6 | 473.4 48.8 46 | $1.39 67 | $3.18 14 

Sry PrOductse.. 64.0... cee os cs abr Ar(an 685.7 154.6 25.8 100 1.15 97 4.44 23 
Canned, preserved, frozen foods........... 860.9 | 1,117.7 | $18.6 82.3 87 1.13 99 3.51 64 
Grain-mill products Hats ee ho sia 4 245.1) 1,111.0 181.7 22.1 104 1.35 71 6.11 8 
Bakery, proWurts, ai AP ook «Wb. bec nd 503.7 | 1,639.2] 400.0 30.7 91 1.26 88 4.10 36 
Sugar... SUS OVAL CS ORIOLE tn gente eda eee 85.6 219.1 63.8 $9.1 65 1.34 73 ee ic 
Confectionery, related products........... 177.2 576.0 | 152.8 30.8 90 1.16 96 4 
Beverages Bb. teic sy Meese shasch 395.4 | 2,018.6 | 272.7 19.6 108 1.45 57 7.40 3 

PPObacco products. <2 5h 555.68 akties ces 177.3 806.1 159.7 22.0 105 1.11 101 5.05 15 

Textile-mill 
Woolen, worsted manufactures............ 403.0 737.1 288.9 54.7 10 1.39 66 2.55 94 
Yarn and thread mills, exc. WOOHE. fick 7 235.1 412.8 | 2138.6 57.0 6 1.10 102 1.93 ps 
Cotton, rayon, broad-woven fabrics....... 1,035.7 | 1,945.4 | 851.8 53.2 14 1.22 90 2.28 Be 
Knittingimillates..§. 80 ..coho SB baa ckcd 499.9 986.2 425.5 50.7 Q1 alee 95 ph oe 
Finishing textiles, exc. wool............... 223 .2 433.4 | 167.9 51.5 18 1.33 76 toe c 
Carpets and rugs....... EN teh ane 179.9| 474.9] 124.8 37.9 7 1.44 60 3.81 48 
Hats, exc. cloth and millinery............. 43.5 82.8 82.7 52.5 16 1.33 15 : 

Apparel 
Men’s and boys’ suits, coats.............. 348.7 588.3 | 246.3 59.3 at 1.42 62 Pe 84 
Men’s and boys’ furnishings.............. 455.1 794.8 | 453.1 57.3 4 1.00 1 ner ee 
Women’s and misses’ outerwear........... 665.7 | 1,272.7 | 517.0 52.3 17 1.29 yy oan Bes 
Women’s and children’s underwear........ 1 S iM 360.7 ee aoe 4 ag ~ aire of 
BA ilinery seep oe ter dct bncck ; 99.7 : ; : 

Children's outerwear .2i<....6.5006hec.0 6: 110.6 220.7 83.4 50.1 ze 1 = UG a a a 
Fur “ets SES ABN, ROO te ee 57.6 122.8 24.5 46.9 2.35 ; 

Lumber and wo 
Lumber, timber basic products............ 896.3 | 1,908.2 | 786.1 47.1 4 a a iG: & 
Millwork, related products................ 297.2 627.8 | 212.7 ae pe ae a 
Wood containers eS, ee: oe 110.9 208.4 | 107.6 ; : o His be Ue e 
Household furniture: 66.0.0. sc cites sacs es 557.6 | 1,173.6 | 460.5 rf a rts na Bink ts 
Office furniture. wegenee ness tro eee 48.8 117.0 33.0 gs - OR oe ae ae 
Public and professional furniture.......... 32.7 77.7 22.8 4 : ae us a oa be 
Partitions and sixties ))...cocis.0 sb eless ae 72.1 147.9 47.4 a i A ae a an i 
Screens, shades, blinds................... 54.0 141.4 45.0 : 5 : 

a 4.53 21 
Pulp, paper, paperboard genera oe: Bee. ty 590.4 | 1,745.8 eo ae oe 18 a ee 3 
Raper coating, glazings ....<:..60 06.0 so ssn a 54.9 151.4 oere pds ee Le a ston Bes 
ee 5 oon RS, BO eee a 8 ie } : vile ee - ed ey he al 

aper bags....... PAR ate see a seek : : : : 
Paperboard containers, boxes............. 298.3 729.7 | 228.2 40.9 58 1.31 80 3.20 

Printing ; 7.01 5 
Newspapers, periodicals, books............ 706.0 | 2,835.7 Ore ne mw : xe rs as 
Commercial printing.............-....... 539, : 1,091.2 ee nee Hs ee M 3°70 52 
Lithographing................+.0ssseeees Ue ee ave 86.4 "7 1.35 72 3.70 53 
Greeting cards...........-. igs tae oe nn : ae BL 20 148 52 2.90 83 
Bookbinding, related industries............ 91.5 179.1 : . . 390 44 

ice i i inti d 158.9 3.2 72.7 56.1 7 2.19 2 : 
Service industries for printing trades....... : 283. i 

Chemicals : 22 6.42 ” 
Industrial inorganic.............-+.+.+++. aah 741 4 pe: ara or vee 14 8.15 Q 
Industrial Organic... 2 cece... 6.6 scenes A - 2,542. ALS aks 109 171 15 11.03 1 
Soap, related products................... 1 aa re nace pers 106 185 36 712 4 
Paint, allied products...........-...-..5, 145. 665. isa eos 99 106 105 4.09 37 
Gum and wood chemicals!................ 168 ie hai si a ee Ae g'45 65 
Fertilizers............ eva se deeb red un sta. 4, a6 : . . 160 487 19 
Vegetable and animal oils................ 97.1 393.0] 86.0 24.7 103 1.13 

Petroleum and coal 4 95 2.02 3 6.89 6 
Petroleum refining.............-00+00000. cre Dee fee oH at ; 4 ken 18 5.83 9 
Coke and byproducts..........-..-..0055 ar e084 92 1 60 46 4.94 117 
Paving and roofing materials.............. 55.8 183.4 . : 

Rubber 1 76 1.94 4 5.23 14 
Wired nd. tuber Ait i con ibe en Ales Os 130 a3 2-74 90 
Rubber footwear..........00. 000 evans : 86. ‘ ; 

Leather oe 48 1.51 43 3.57 5 
Leather tanning, finishing................ eH pe eee aah a ise 69 4.18 34 
Industrial leather belting................. 11. 35. . e ; hes 92 2 20 104 

; 470.0 855.4 388.3 54. . 
Footwear, exc. rubber Pe ete Sere Perini ar Rae 4 ey 109 176 107 
Leather gloves, mittens!.................. ee ai Sain ae , yes 87 2 28 103 
Lu CN IRC CCR RRC NCIC ECROLOACRCE CHROMO Les Wi CREO OO, . . * PY 108 1.66 109 
Handbags and amall goods.............---| 56.71 99.1! 59.8 Se ANE lel Seger aye 
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Wage Costs in 109 Industries, 1950—Continued 


Industry 


facture 


In Millions 


Stone, clay and glass 


Glass) products ck oct scat sameness $367.8 | $893.1 
Wementy hydravlichaea con eee 100.2 391.2 
Structural clay products.................. Melrf I 371.0 
Pottery, related products................. 142.6 266.9 
Concrete, plaster, stone products.......... 199.3 576.5 
Primary metal 
Blast furnaces and steel mills............. 1,713.2 | 4,102.0 
Tron and steel foundries.................. 678.4 | 1,170.7 
Primary nonferrous metals. . 121.8 405.9 
Secondary nonferrous metals. . es een 39.0 137.7 
Nonferrous metal vollee and draw ving. agit’ 255.5 736.9 
Nonferrous foundries. . Loe ee wee 183.1 371.6 
Fabricated metal 
Tin cans, other tinware.................. 141.9 342.2 
Cutlery, hand tools, hardware............. 382.8 919.3 
Heating, plumbing equipment. . eierne 339.0 879.8 
Fabricated structural metal produc tae eo 681.8 | 1,556.8 
Metal stamping and coating.............. 490.1 | 1,076.9 
Raighting fixtures eerrseeeyie tetramer ae 109.2 277 4 
Fabricated wire products................. 177.5 392.0 
Machinery, exc. electrical 
Engines and turbines................... 191.8 472.3 
Tractors, farm machinery................ 416.2 | 1,070.8 
Construction and mining machinery....... 246.1 645.0 
Metal working machinery................ 562.4 | 1,256.4 
Special-industry machinery, n.ec.......... 484.4 | 1,099.2 
General industry machinery.............. 440.5 | 1,176.7 
Office and store machines. . : 243.2 542.4 
Service and household machines, 544.3 | 1,373.8 
Electrical machines 
Electrical industrial apparatus............ 669.7 | 1,778.8 
Electrical appliances...........+0.<.0.05: 115.3 341.0 
Insulated wire and cable................. 41.3 116.1 
Engine electrical equipment. . 117.0 263.8 
Electric ®inps ieee cack tla oor * 49.5 165.2 
Communication equipment............... 705.6 | 1,866.2 
Transportation equipment 
Motor vehicles and equipment............ | 2448.1 | 6,122.2 
Aircrattiandsparts ye to eee , 760.2 | 1,550.6 
np Oma aE OC, asacccogouopnomaoc 224.5 379.7 
roadiequipmentsrnerr entree eee 188.9 427.9 
Motorcycles and bicycles................. 28.3 52.1 
Instruments 
Scientific instruments.................005 60.0 129.0 
Mechanical measuring instruments. ....... 147.0 369.5 
Optical instruments and lenses............ | 30.4 73.8 
edical instruments and supplies.......... 75.5 229.2 
Photographic eent, ee rete 106.4 327.9 
Watches and clocks. eh tel 189.6 
Miscellaneous 
Jewelry and silverware................005 135.3 284.2 
Musical instruments and parts............ 43.7 85.5 
Ge encanortiag & BOCs ee a eget 175.3 421.9 
ce supplies cuaonse iar ret 53.5 169.3 
aie ei and notions. ............ | 139.1 313.5 
__ Plastic products, n. BO oe Pusan nes "179.6 473.4 


nae: Data ranked from high to lows 
Sources: Bureau of the Census; Tum Conrarence Boaup 


total of outlays for wages, overhead, advertising, 
transportation, profits and other similar costs. (Value 
added by manufacture is calculated by subtracting 
the cost of materials, supplies, and other purchases 
from the gross value of an industry’s output.) 

Labor cost relative to value added was highest 
during 1950 in the apparel group. Tts wage payments 


Value Added per Man 
Wages ie: te Value Hour 


Wages per Man Hour 


Per Cent Rank Amount Rank Amount Rank 
| 
2 41.2 56 $1.51 45 $3.67 54 
as 25.6 101 1.46 55 5.69 10 
8 47.7 29 1.31 79 2.75 88 
8 53.4 12 1.39 68 2.60 92 
3 34.6 81 1.30 81 3.76 48 
A 41.8 50 1.75 10 4.18 33 
3 57.9 3 1.59 32 2.75 89 
5 30.0 93 1.61 30 5.38 ll 
a 28.3 97 1.49 50 5.28 13 
Bi 34.7 80 1.66 21 4.79 18 
.0 49.3 25 1.63 27 3.32 70 
8 41.5 | 54 1.51 44 3.65 56 
0 41.6 52 1.48 54 3.55 61 
0 38.5 67 1.53 39 3.96 41 
2 37.4 15 1.57 35 4.21 32 
6 45.5 37 1.52 42 3.34 69 
2 39.4 64 1.41 63 3.59 58 
5 45.3 38 1.50 49 3.31 71 
6 40.5 59 1.78 7 4.39 25 
8 38.9 66 1.65 24 4.24 29 
5 38.2 69 1.61 29 4.23 30 
AY 44.8 41 1.75 9 3.91 43 
Al 44.1 45 1.60 31 3.63 57 
Af 37.4 14 1.63 28 4.36 27 
0 44.8 40 1.67 20 3.72 50 
6 39.6 63 1.67 19 4.21 31 
3 37.6 13 1.54 37 4.09 38 
8 33.8 83 1.52 40 4.50 22 
8 35.6 79 1.30 82 3.65 55 
3 thot 43 1.69 17 3.81 45 
6 30.0 94 1ESzZ 78 4.39 24 
Hii 37.8 72 1.40 64 3.71 51 
3 40.0 61 1.82 5 4.56 20 
0 49.0 26 1.69 18 3.44 66 
a!) 59.1 2 1.64 26 2.77 86 
0 44.1 44 1.75 8 3.96 42 
ae 54.3 ll 1.65 25 3.03 80 
4 46.5 36 1.74 13 3.75 49 
2 39.8 62 1.58 33 3.96 40 
‘3 41.2 55 1.66 23 4.03 39 
3 32.9 St 1.44 58 4.38 26 
0 32.4 86 1.74 12 5.38 12 
mm!) 41.0 57 1.44 59 3.52 63 
el 47.6 30 1.49 51 3.12 18 
0 51.1 19 1,46 56 2.85 85 
3 $1.6 53 1.19 4 2.86 4 
a!) 31.6 88 1.34 4 Ea | 28 
6 bhot 42 1.28 89 2.76 87 
8 37.9 70 1.35 70 3.56 60 
‘Data refer to 1947; 1949-1950 Ayures not available 

represented 52% of total fabricating costs. In the 


leather and textile groups, labor content was also over 
50%. The lumber industry was third, with wages ac- 
counting for 47.7% of value added; the furniture 
group was fourth highest (46.4%). Next in the array 
are primary metals and transportation equipment, 
Wage costs in these industries amounted to 42.8% 
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of production costs. Labor’s share was lowest in 
chemicals (20.8%) and in tobacco manufactures 
(22.0%) . 

The great variation in labor content among indus- 
tries is better shown when individual industries, 
rather than broad groups, are compared. For ex- 
ample, wages in the seven subcategories of the ap- 
parel group ranged from 45% of the value added (in 
women’s and children’s underwear manufacturing) to 
nearly 60% (in the men’s and boys’ suits and costs 
industry). The relative wage cost for the entire ap- 
parel group averaged 52%. 

Since labor costs run the gamut from 15% to 60%, 
the general pattern can more easily be summarized by 
combining the industries on the basis of their wage 
content expressed in 5% intervals. The results are: 


Wages as % of Number of 

Value Added Industries 
5 Bst 0 GO Ree er ee 9p bt ae ae es 8 
OOM OLODUEE ner ete ee eT ete. een 15 
ADSLOI DOR ite Reo es Ue 16 
BUOY es CRD 5 ee ee ee ae 22 
SD iROVAO 9. gen Os oot, SON 5 oy ahh tc > coe REN 18 
SOMOISD Mor a. te ee rc. ee ee 15 
25 OS OMe ets Pit Desh Ses a. ese eare ee; 7 
OTE ONS ec he Ari Rt Wie Ia gat oh 6 
DEL CORRE Seen See ee, eee 2 
OER San ee ar ees ele eee 109 


The biggest concentration of industries is thus 
found to be in the 40% to 45% bracket. Labor’s share 
in an additional 34 industries was within plus or 
minus five percentage points of this modal class. 
This means that in over half of the 109 industries 
listed in the accompanying table, wage costs ranged 
from 35% to 50% of total fabricating costs. 

When the 1950 relationship of wages as a percent- 
age of value added is compared with capital invested 
per production worker in 1948, there is a definite ten- 
dency for high-labor content to be associated with a 
relatively low amount of capital invested. TIllustra- 
tive are textiles, leather, apparel, lumber and furni- 
ture. On the other hand, tobacco, chemicals, petro- 
leum and food have lower relative wage costs, while 
their capital investment per worker is high. 
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(Continued from page 377) 


“The rise in consumer prices will be halted after the turn 
of the year, with some possibility of a decline in the cost 
of living late in 1953 . . . the present tight money market 
will ease appreciably . . . gross national product should be 
about $360 billion.” 

National Association of Purchasing Agents (Bulletin, 
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September 3) —“The gap between incoming orders and out- 
going production scheduled is closed for the first time since 
March of 1951. That this change may be temporary is 
indicated in purchasing agents’ reports that much of the 
new business is in orders held back by the steel strike and 
the short-range deliveries on these orders. . . . It is the 
opinion of purchasing executives, that the August upturn 
is not the beginning of a new boom, but the ending of, and 
recovery from, an artificially low three months. The cau- 
tious attitude is to ‘wait and see.’” 

National City Bank (Monthly Letter, September) —“It 
can be expected that trade through the fall will have the 
support of rising employment and payrolls. Little doubt is 
expressed that a period of increased industrial activity, 
probably lasting well into 1953, lies ahead. This is not only 
a matter of further expansion in steel output and in the 
automobile and other steel-using industries. Consumer 
goods factories also will be busier.” 

W. I. Myers, dean, New York State College of Agriculture, 
Cornell University (in an address to the Graduate Bankers 
Agricultural Seminar, August 25)—‘“We can expect high 
levels of production, employment, and national income for 
the last half of this year and undoubtedly for the first half 
of 1953. Increased inflationary pressures in the United 
States indicate a likelihood of stable or slightly higher 
wholesale prices during the last half of 1952. The pressure 
of rising costs due to higher wages and prices of steel, coal, 
and aluminum, will spread. The check in industrial produc- 
tion brought about by the steel strike is temporary but real, 
and there has been a reduction of inventories at all levels. 
Then, too, the large federal deficit will require heavy Treas- 
ury borrowing during the remainder of 1952. . . . What of 
the longer future? We are at or past the peak of postwar 
inflation. We have experienced a long period—13 years— 
of rising or high prices broken only by the moderate read- 
justment of 1949. The most likely development is a sidewise 
movement of prices with minor ups and downs for the 
next year or two. ... A readjustment is probable in the 
middle Fifties when the defense buildup is completed and 
requirements drop to a replacement basis.” 

Federal Reserve (1952 Survey of Consumer Finances, 
Part II, August) —“In early 1952 the proportion of spend- 
ing units planning to buy automobiles during the coming 
year was slightly larger than in early 1951. Plans to buy 
houses were about the same, and plans to buy furniture and 
major household appliances were somewhat less frequent 
than a year earlier. These buying plans indicate that consum- 
er demand in 1952, as in 1951, is less strong than in previous 
postwar years. This is consistent with the high quality and 
large stocks of durable goods and houses, in the hands of con- 
sumers. To some extent it may reflect also consumer reac- 
tion to increased taxes and higher prices of other consumer 
goods. Most consumers thought that the coming year would 
be a bad time to buy durable goods because they expected 
high prices to prevail.” 


Capital Expenditures 


Dexter M. Keezer, director, Department of Economics, 
McGraw-Hill Publishing Co., Inc. (in an address to the 
Pacific Coast Banking School, August 27)—“I would not 
be surprised if capital expenditures in 1953 were only about 
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CONTROLS: FINANCIAL vs. PHYSICAL 


By The Rt. Hon. Lord Balfour of Burleigh, D.C.L., D.L. 


anism, on the one hand, and direct or physical 

controls, on the other hand, are the two funda- 
mentally different methods of adjusting the demand 
for any good to the available supply. 

Under the price mechanism, supply and demand 
are brought into harmony by the movement of prices; 
the allocation of the available resources is determined 
by the operation of market forces. 

That may sound rather difficult and abstract. What 
it means in practice is the kind of situation we took 
for granted before the war, a situation in which every 
single consumer in the country could walk into any 
shop anywhere and buy (up to the limit of his money 
income, naturally) whatever he wanted. 

No matter what the commodity, he need produce 
no ration book before he could buy, nor be registered 
at a particular shop or tied in any other way to a 
particular source of supply. Such questions simply 
did not arise, for in those days there were no such 
things as “shortages,” not because physical supplies 
were necessarily any greater but because prices were 
uncontrolled and so brought demand and supply into 
balance. 


MEANING OF "UNCONTROLLED" 


Nowadays, of course, the very expression, “un- 
controlled” prices, suggests exorbitant prices. In 
reality, the free, uncontrolled prices of prewar days 
were both low and stable by comparison with any- 
thing that has happened since. The situation, now so 
familiar, in which any price that is free to move tends 
to shoot upwards, is a product of inflation. 

That is an indication of what I have in mind in 
speaking of the price system. Direct or physical con- 
trols, on the other hand, mean that rationing or 
allocation takes the place of the operations of a free 
market as a means of reducing demand to equality 
with the available supply. The essential feature of 
such methods is that resources are allocated in ac- 
cordance with a decision taken centrally. Under war 
conditions, for example, we all accepted without ques- 
tion the rationing of basic foodstuffs as one means of 
insuring that nobody should go without. 

But the range of commodities for which rationing 
can form even a tolerably efficient method of distri- 
bution is extremely limited. It is only at the level of 
the most simple and elementary wants that it is at all 
reasonable to take a centralized decision, in West- 


Piss let me define my terms. The price mech- 


minster or Whitehall, that “everybody is to have 
three ounces of tea,” or “everybody is to have half a 
pound of sugar.” 

As soon as one goes outside this narrow range, 
rationing is at once shown up for the primitive mech- 
anism which it is. That is due partly to technical 
reasons, such as the fact that you cannot ration 
perishables like fish or vegetables. It is much more 
because in an advanced community our standard of 
living comprises an immense variety of things over 
and above mere subsistence, and in respect of these 
rationing’ cannot take account of individual tastes, 
preferences and circumstances. That can be done 
only by a properly functioning price system; for it is 
only under such a system that the decisions are made 
by the millions of individual consumers, deciding—in 
the light of prices on the one hand and their indi- 
vidual preferences on the other hand—how to spend 
to the best advantage such money as they have. 


AUTHORITY vs. THE INDIVIDUAL 


It is true that the effective range of rationing can 
be extended somewhat by ingenious devices such as 
the “points” system adopted for sweets, and formerly 
for groceries and clothes. But with the points scheme 
you are already halfway back to the market mechan- 
ism, for the “points” are in effect a second form of 
money, an alternative currency to the real currency 
disrupted by the inflationary conditions of war 
finance. 

It is interesting, too, to note how rapidly a system 
of barter springs up for rationed commodities; one 


Lord Balfour of Burleigh is Chairman. of Lloyds Bank 
Limited, London, and director of several other banks and 
financial organizations within the British Commonwealth. 
He has had a long and distinguished career in public and 
private life. Some of the public positions he has held 
are: Chairman of Medical Research Council; Member of 
Central Housing Advisory Committee; Chairman of 
Board of Land Tax Commissioners for City of London; 
and others. For the past two and a half years he has 
been one of the foreign correspondents of the National 
Industrial Conference Board from Great Britain. This 
article, which was originally a talk delivered before the 
Rotary Club of London on June ||, was reprinted from 
the Lloyds Bank Review of July, 1952. 


BUSINESS RECORD 


soon finds a packet of tea being swapped for half a 
pound of butter across the garden fence, or a market 
growing up in clothing coupons. This, of course, is 
anathema to those who want to ration us and is usu- 
ally made illegal; yet, in fact, it simply indicates how 
the great variety of individual tastes and preferences, 
even in respect of basic wants, will find means of 
satisfying themselves. 

In every rationing scheme there is an element of 
Whitehall saying: “We know best what you want;” 
the emergence of barter or a market in coupons is 
the consumer retorting: “Oh, no you don’t.” Remem- 
ber the Punch cartoon published during the war of a 
suburban couple showing visitors round the house. 
The householder flings open a cupboard door to show 
that it is stacked with sugar from top to bottom, and 
then hastily explains: “Of course, the reason we have 
so much sugar is that neither of us takes any.” Apply 
that to scarce industrial materials and you see how 
wasteful and extravagant rationing can be. 


ALLOCATION BY PRICE SYSTEM 


The basic difference between the price system and 
physical controls is well illustrated by the particular 
example of the allocation of labor. Under a properly 
working price system, the allocation of labor between 
employments—not only between industries but be- 
tween jobs—will be determined by differentials in 
wages. The skilled worker will earn more than the 
semiskilled and the semiskilled more than the laborer; 
and the differential in favor of the skilled worker will 
be sufficient to make it worth while to acquire the 
skill in question, which often means sacrificing earn- 
ings or leisure during a period of apprenticeship. 

But the differentials will not remain static, for an 
industry which is expanding and needs more labor 
will be able to offer higher wages and so be able to 
attract workers (seeking to better their position) 
from industries which are static or contracting—yet 
another example of the general proposition that in a 
properly functioning price system there are no 
shortages. 

Unfortunately, the wage structure is Just one more 
part of the general price system which has been 


"It is interesting, too, to note how rapidly a system 
of barter springs up for rationed commodities; one 
soon finds a packet of tea being swapped for half a 
Pagel of butter across the garden fence, or a mar- 
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thrown out of gear by the inflationary conditions of 
recent years. For fear of provoking still more inflation, 
basic industries which ought to be expanding are in- 
hibited from bidding up wages in order to attract 
workpeople away from other industries. But what 
have those who believe in rationing and controls to 
offer in place of wage differentials as the means of 
getting workers into the right industries? Nothing 
but direction of labor—a measure which involves so 
gross a violation of the liberty of the subject to 
choose his occupation that it cannot be tolerated in 
any democratic community except in the direst emer- 
gency. 

Here I touch on the core of the matter. What do we 
value most in our way of life? Surely our liberty. Of 
all our freedoms, with perhaps the single exception of 
freedom to choose our job, none contributes more to 
our real liberty than the freedom to spend our money 
as we will and to give free rein to our individual 
choices and desires. Wherever decisions are taken 
centrally, some interference with the freedom of 
choice of the individual is involved. In other words, 
the price system is not only more efficient than 
physical controls, but also more democratic. 

It is important to stress this because it now seems 
to be widely believed (often unconsciously) that the 
free price system is in some way morally suspect and 
that rationing and controls are in some way ethically 
superior and pay greater regard to social values. The 
truth is the very reverse. Yet there are people about 
—surely for the first time in our history—who seem to 
believe that rationing and controls are not only de- 
sirable as a normal feature of our economic life but 
represent an actual advance in economic organization 
by comparison with the price system. Any such doc- 
trine I regard as a complete fallacy. 


PRICE SYSTEM MORE EFFICIENT 


For there cannot really be any dispute about the 
superior efficiency of a properly working price system. 
To demonstrate this, one might easily range over the 
whole field of economics, so I will confine my argu- 
ment on this score to three simple points: 

First, rationing and controls are merely methods of 
organizing scarcity; the price system automatically 
works towards overcoming scarcity. If a commodity 
is in short supply, a rise in its price does not merely 
reduce demand but will also tend to stimulate an ini- 
crease in its supply. In this, the price system stands 
in direct contrast with rationing and controls, which 


"Rationing and controls are merely methods of 
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tend to make it less profitable (or less attractive in 
other ways) to engage in essential production than to 
produce the inessentials which are left uncontrolled. 
Rationing merely diverts spending away from rationed 
goods towards other goods. The effect, more especially 
if a state of inflation is the reason for the introduction 
of rationing or controls, is to make production of in- 
essentials (e.g., luxuries for the home market) so 
profitable that the industries concerned are able to 
attract resources—including labor—away from more 
essential employment (e.g., export) . 

Secondly, the price system is dynamic. The admin- 
istration of any form of control can only be based 
on the pattern of economic life existing at some date 
in the past. This gives a privileged position to estab- 
lished concerns and tends to freeze the pattern of 
industry. It makes it harder, if not impossible, for 
new products, new firms, new industries to make their 
appearance. The scales are weighted precisely against 
those vital and expanding elements in the economy 
which ought to be encouraged. Think of the period 
of the Industrial Revolution. How could the indus- 
trial structure of this country have been built up if 
every firm had had its quota of raw material and if 
no new firms had been admitted into the circle? I 
believe it is to the dynamic process of the price mech- 
anism that we owe our standard of living today, and 
the question is whether without a return to a properly 
working price mechanism that standard can possibly 
be maintained in this crowded island. 

Thirdly, rationing and controls are expensive to 
administer. The price system functions without the 
need for coupons, quotas, licenses and the rest. It 
thus saves us the expense of an army of civil servants 
drawing up regulations and issuing forms (to say 
nothing of inspectors and enforcement officers), and 
an army of people at the receiving end engaged in 
filling up forms when they too could be more produc- 
tively occupied. 


ETHICS AND EGALITARIANISM 


I think that demonstrates the superior efficiency 
of the price system. There remains the argument that 
controls are in some way morally superior. The sort of 
things which are said to arouse prejudice against the 
price system are such phrases as “rationing by the 
purse” or “letting things go to the highest bidder.” 
There is a lot of muddled thinking in this. Criticism 
of the price system is most pronounced on the political 
Left, yet even Labor Governments permit—do they 
not?—a great deal of “rationing by the purse.” A 
trade union secretary, for example, is paid more than 
a laborer, and his larger money income is presumably 
intended to confer a higher standard of living. No- 
body, therefore, is suggesting a completely egalitarian 
society: that would presumably be communism 
(though not as practiced in Russia where the com- 


missar is infinitely better off than the worker). It 
would not be socialism. 

Left as well as Right therefore envisage differences 
in living standards, and those differences will obvi- 
ously be related to differences in money incomes. But, 
it is objected, if goods go to the highest bidder they 
will all go to the rich, and the poor will be left without 
even the bare essentials of life; therefore basic neces- 
sities must be rationed (or sold at artificially low 
prices). This is, of course, the most complete rub- 
bish. In order to ensure that the weak are protected, 
that even the poorest enjoy a certain minimum stand- 
ard, all that is necessary is to see that they have suffi- 
cient money to buy the goods concerned at whatever 
prices are established in the open market—leaving 
them free, incidentally, to buy the particular goods 
they want in accordance with their individual tastes 
and preferences. 


PROTECTING THE POOR 


Hence the case for protecting the poor is not in the 
slightest a case for universal rationing or universal 
subsidization. The price system can perfectly well be 
adapted to take care of social objectives, and so 
adapted can ensure a higher standard of welfare than 
any alternative method. To give the poor sufficient 
money to cover their essential needs is only one ex- 
ample of this adaptation. One of the stock criticisms 
of the price system used to be that it takes for granted 
the existing distribution of money. Obviously, any 
such criticism is long out of date. It just does not 
apply to a society in which for decades past we have 
had estate duties at work breaking up large accumu- 
lations of inherited wealth, and in which taxation 
of large incomes ranges up to 19s. 6d. in the pound. 

The danger, of course, is that progressive taxation 
carried to excess will so discourage thrift, enterprise 
and hard work that the nation as a whole suffers, and 
those dangers are becoming daily more obvious—wit- 
ness the scarcity of risk capital. Any real improve- 
ment in the standard of living of the mass of the 
people must come from higher production, an in- 
crease in the size of the national cake to be shared out. 
Penal taxation which depresses output can only make 
the rich poorer without making the poor richer. 

But given a system of progressive taxation there is 
certainly no danger that a system of free prices will 
lead to social injustice. And just as the price system 
can be adjusted to hold the balance between different 
income groups, so it can be adjusted to achieve other 
more specific social objectives. If the public prefers 


“Penal taxation which depresses output can only 
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to spend its money on cinemas but not on the opera, 
for example, and if our rulers disapprove of that, then 
cinema-going can be taxed and opera-going subsidized. 
I am not suggesting that this is in fact desirable; but 
it illustrates the way in which, if a project which is 
deemed of high social value is not sufficiently profit- 
able to compete for resources with other projects 
deemed of lower social value, then the price system 
can be adapted—through taxation and subsidies—to 
bring about any result which is deemed desirable on 
social grounds. (A clear distinction should, however, 
be drawn between subsidies for specific projects and 
universal subsidies such as the food subsidies, which 
seem to me quite the wrong way to achieve the 
objects in mind.) 

One important reason why it is desirable to achieve 
social objectives through the medium of the price 
system is that, if the price system is allowed to func- 
tion properly, it affords an invaluable guide, for which 
there is no substitute, to the true preferences of the 
public. If people go on buying a commodity even 
though it is heavily taxed, that is the clearest possible 
indication that the public place a high value on it. 
An open subsidy, too, requiring periodical renewal, 
serves as a reminder that the subsidized project is 
absorbing resources that could be more profitably 
employed in other uses. 


A GUIDE TO RATIONAL CONDUCT 


It may well be desirable that resources should at 
times be diverted from the most profitable use, but it 
is certain that where this is done it ought to be done 
with due regard to the cost involved. One of the 
basic criticisms of other methods of intervening to 
achieve social objectives—e.g., licenses, allocations, 
quotas—is that they fail to provide any measure of 
the cost of doing what they set out to achieve. More- 
over, once such methods become at all widespread the 
price mechanism as a whole is thrown out of gear and 
we lose the services of an invaluable guide to rational 
economic conduct. 


There are, of course, large sections of life, such as 
education and social amenities in the widest sense, to 
which the criterion of mere profitability cannot be ap- 
plied; but I believe that over the great field of produc- 
tion the capacity to make a profit measures the value 
to the community of an enterprise, provided that two 
conditions are satisfied. Those conditions are stability 
of money and the maintenance of effective competi- 
tion. It is only under those conditions that the price 
mechanism can be said to function properly. When 
that is happening, however, if an enterprise is profit- 
able it is because it is producing something the public 
wants. It is the fact that the public are willing to pay 
for it (either as consumers or taxpayers) that results 
in profits being earned. Profitability, in fact, instead 
of being a sign of iniquity, is an indication of service 
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to the community, either because the product is 
needed or the enterprise is efficiently and economically 
conducted, or both. 

These considerations are particularly relevant when 
we consider one section of the price mechanism with 
which I am especially concerned: namely, the price of 
capital or the rate of interest. The rise in short-term 
interest rates in particular has been criticized as 
throwing an unnecessary burden on the Exchequer. 
But whatever the cost to the Treasury may be, it is 
obviously trifling by comparison with the cost of in- 
flation, and I am certain that we could not hope to 
check inflation so long as interest rates were pegged 
at their former artificially low levels. 


EFFECT OF HIGHER INTEREST RATES 


It is, of course, extremely difficult to segregate the 
effect of higher interest rates from those of other in- 
fluences which have also been operative. Nor can 
we appraise the value of the new policies simply by 
their effect on the domestic public. There can be no 
doubt, for example, that the increase in bank rate to 
4% brought about an immediate and marked im- 
provement in overseas confidence in the pound ster- 
ling. Again, so long as the Treasury bill rate was held 
at 144%, London was the bargain basement of the 
world for acceptance credits, with the result that the 
London market was deluged with demands for credit 
just at a time when it was vital to collect every 
penny of the export proceeds due to us. 

No doubt those whose solution for any problem is 
to introduce still more controls would say that, even 
so, the banks could simply have been instructed to 
cut down the facilities granted. Suggestions of that 
kind reveal a certain remoteness from the facts of 
business life. It is surely obvious that it is more 
difficult to restrict the supply of anything if the de- 
mand for it has first been inflated by means of arti- 
ficially low prices. 

Similar arguments clearly apply in the domestic 
field, for there can be no doubt that the higher charges 
for bank accommodation have done something to dis- 
courage applications for overdrafts for less essential 
purposes and, even more important, have encouraged 
borrowers in general to keep down to the unavoidable 
minimum their demands for bank finance—thus con- 
siderably lightening the task of the banks in seeking 
to prevent an undue expansion in advances. 

One way of avoiding recourse to bank accommoda- 
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tion is to run down excessive stocks built up in earlier 
periods of cheap credit. That is particularly impor- 
tant at a time of crisis in the balance of payments. 
But could it be done by direct controls? Only the indi- 
vidual businessman can judge how stocks can be cut 
to the bone without impairing the efficiency of his 
business; dearer and tighter credit gives every busi- 
nessman, individually, the incentive to do so. 

There are other ways in which higher short-term 
rates must be helping to damp down inflation. Now 
that the banks are able to allow 2% interest on de- 
posit accounts, for instance, customers have at any 
rate some inducement to leave such balances unspent, 
to build up additional balances out of current income. 

That is part of the answer to the charge that bank 
rate is a blind and indiscriminate weapon. Nothing 
could be further from the truth. It is often suggested 
that if ability to raise capital depends on the ability 
to pay a particular rate of interest, projects of great 
social value may be excluded while other undertak- 
ings, more profitable but of little social value, will be 
allowed. 


A HIGHLY SELECTIVE PROCESS 


The term “social value” itself begs a good many 
questions. But leaving aside this fundamental diffi- 
culty, most people would agree that if two projects 
are deemed of equal social value, that should be pre- 
ferred which involves the lower cost, including the cost 
of capital. If interest rates reflect the true scarcity of 
capital, they will correctly measure this element in 
the cost of any project. A rise in interest rates will 
tend to discourage—or to encourage the postponement 
of—projects which absorb a large amount of capital in 
relation to those which require less capital. 

Obviously, this process is by no means blind but 
highly selective: it enables the community to make 
the best use of the limited supply of a scarce factor of 
production—and remember that capital is a very 
scarce factor at present. If projects considered 
highly desirable in the national interest cannot 
pay the market price for capital, then the best 
course, as I have already suggested, is to provide an 
open subsidy sufficient to overcome this difficulty. 
That is infinitely preferable to the provision of capital 
at artificially low rates or, normally, to a system of 
priorities—both tantamount to concealed subsidies. 

At the moment, this question is rather academic for, 
as everybody knows, ability to pay a rate of interest 
is not in fact the sole test of access to credit. The 
banks have been asked to give priority to industries 
engaged on defense, export or other essential activities, 
and the Capital Issues Committee operates a similar 
system of priorities in respect of long-term finance. 
Such a system is undoubtedly needed under the pres- 
ent abnormal conditions, when the price system has 
been dislocated by many years of inflation and there is 


no longer any presumption, as there would be under 
a properly working price system, that the things which 
are most desirable in the national interest will in 
general also be the most profitable. 

One effect of the present monetary policies will be to 
correct this. If money incomes are stabilized, and 
more has to be spent on essentials, then the public 
will be left with less to spend on inessentials; the pro- 
duction of inessentials will become less profitable by 
comparison with more essential activities. And that 
is imperative if we are to put our resources to their 
proper use. 


CONTROLS GO WITH INFLATION 


It is a great pity that people should be so sharply 
divided about the choice between financial and 
physical controls, and still more so that this division 
of opinion should so closely follow the division be- 
tween the political parties. It is also to some extent 
unreal. Even a Labor. Government, as I have said, 
necessarily goes in for a great deal of “rationing by the 
purse.” Conversely, nobody would wish to sweep 
away the existing controls overnight. Many of these, 
such as exchange control, are made necessary by the 
facts of our international situation and cannot be 
abandoned until the balance of payments is put right. 
For the moment, therefore, the practical issue in the 
choice between physical and financial controls is 
merely one of emphasis. 

Nevertheless, there are real differences about long- 
run objectives. Resort to physical controls on so wide 
a scale as at present indicates that demand exceeds 
supply in a great many directions at once: in other 
words, that total purchasing power is excessive. Wide- 
spread use of physical controls is thus associated with 
a condition of inflation. To say that one wishes to 
cure inflation is therefore the same as saying that one 
wants to get rid of a good many controls, because in 
the absence of inflation there would be no case for 
retaining them. 

One can distinguish two main strands of Labor’s 
love of direct controls and its opposition to financial 
controls. Both of these I believe to be largely based 
on misunderstanding. The first strand is the belief 
that the choice between physical and financial controls 
is the same thing as the choice between planning and 
laissez-faire. But, as I hope I have already shown, 


"If money incomes are stabilized, and more has to 
be spent on essentials, then the public will be left 
with less to spend on inessentials; the production 


of inessentials will become less profitable by com- 
parison with more essential activities. And that is 
imperative if we are to put our resources to their 
proper use." 
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"One of the tragedies of our present situation is 
that so many people who sincerely believe them- 
selves to be democrats are loudest in advocating 
olicies which are in fact authoritarian and cannot 
e effectively applied without destroying the liberty 
of the individual. 


the infinitely flexible price system is far better adapted 
to give effect to judgments about social priorities than 
are rigid controls. Secondly, and perhaps more im- 
portant in Left-wing thinking, are the unhappy memo- 
ries of past deflation and especially the world slump 
of the Thirties. It is because of these that so many 
people believe that monetary discipline of any kind 
necessarily means depression and unemployment. 

Anybody sincerely holding such beliefs is living in 
the past. It is ridiculous to blame the monetary 
system for mistakes of monetary policy which may 
have been committed in a past age. Such a view 
leaves out of account the revolutionary change in 
the climate of economic thinking since prewar days, 
a change due very largely to the work of the late Lord 
Keynes. Given that revolution in economic thought, 
we are not condemned to the choice between inflation 
on the one hand and deflation and slump on the other 
hand. Both are disastrous. But there is open to us 
the middle course of a sufficient degree of monetary 
discipline to secure a high level of employment 
coupled with stability in the value of the currency. 
The Britain we have to aim at is a Britain able to pay 
its way abroad, a Britain with a strong and stable cur- 
rency and a Britain free from queues. 

Assuming we can conquer our immediate difficulties 
—that is, stabilize our internal cost of living and re- 
store international trade by means of a freely convert- 
ible pound—the great issue before us is totalitarianism 
vs. democracy, and not only in the sphere of world 
politics but in domestic affairs as well. For freedom 
can only be had by free people working a free system, 
and once encroachments on freedom become excessive 
you are no longer free. One of the tragedies of our 
present situation is that so many pcople who sin- 
cerely believe themselves to be democrats are loudest 
in advocating policies which are in fact authoritarian 
and cannot be effectively applicd without destroying 
the liberty of the individual. 


BUSINESS FORECASTS 


(Continued from page 381) 


10% to 15% less than they will be in this all-time record- 
breaking year of 1952. During the first half of 1953, with 
its large accumulation of delayed expenditures for defense 
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facilities, it may well be that the annual rate of expenditure 
will be very little lower than the 1952 rate. And during the 
latter part of the year, when a larger drop is to be antici- 
pated, I would be surprised if the drop is large enough to 
take the annual rate of expenditure more than 15% below 
this year’s level. .. . The danger that by continuing a high 
level of capital investment we shall saddle ourselves with 
a depressing load of excess productive capacity is far less 
than it might seem at first blush. . . . One reason is that a 
large part of the planned investment, such as that in the 
chemical industries, is not to expand existing capacity; it 
is to open up new markets for new products. Still other 
large parts of the planned investment, such as that by utili- 
ties and oil companies, are to meet long-range requirements 
created largely by ‘our amazing upsurge of population.’ .. . 
Still another and crucially important segment of the invest- 
ment planned by industry, particularly in metalworking, is 
not to increase capacity but to increase manufacturing 
efficiency.” 


Steel 


Iron Age (press release, September 3)—“The shortage- 
stung steel consumer may have to beg for his metal for. the 
rest of this year, but he will probably see supply swing into 
a reasonably satisfactory balance with demand by the end 
of the first quarter of 1953.” 


Automotive 


B. F. Goodrich Co. (“Trends and Prospects in the Auto- 
motive, Rubber, and Allied Industries 1950-1960,” released 
in August) —“If past relationships continue, you can expect 
passenger car registrations to reach 54 million by 1960, as 
compared with 40 million at the end of 1950. A similar 
method of projecting truck registrations and tractors on 
farms indicates that there should be at least 114% million 
trucks and over 5% million wheel-type farm tractors in 
1960, as against 814 million and almost 3% million, respec- 
tively, today. .. . An average of almost 7 million new ve- 
hicles must be produced each year for the next ten years. 
This is about 1 million more per year for ten years, than in 
either of the two five-year previous peak periods—at least 
1,800,000 per year more than the average of these two five- 
year periods.” 


Food 


Bureau of Agricultural Economics (The Wheat Situation, 
released September 10)—‘“Wheat supplies in prospect for 
this year and next probably will exceed domestic and export 
requirements, and increases in the year-end carry-over 
stocks are expected for the 1952-1953 marketing year and 
probably also for the 1953-1954 year. This year, supplies are 
estimated to be the third largest in history, and the carry- 
over next July 1 is expected to be about double the 254 
million bushels of mid-1952. 

“The national wheat production goal for the 1953 harvest 
calls for 72 million seeded acres. This compares with 77.5 
million acres seeded for the 1952 crop and the 1942-1951 
average of 70.6 million acres. Average yields on this goal 
acreage would result in a crop of about 1,080 million bushels. 
This would be enough to meet anticipated export and do- 
mestic requirements and probably add some to reserves of 
July 1, 1954.” 


Bituminous Coal 


HOW MINEWORKERS’ WAGES STACK UP 


ACTUAL FIGURES CHANGE SINCE 1946 
AVERAGE HOURLY EARNINGS 
PER CENT 
BOLEARS PERaHOUR 59.7 BITUMINOUS COAL 
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AVERAGE HOURS PER WEEK 
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_—-— 2.6 AUTOMOBILES 
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AVERAGE WEEKLY EARNINGS 
DOLLARS PER WEEK PER CENT 


59.5 AUTOMOBILES 
454.1 STEEL 
7752.4 ALL MANUFACTURING 


INCREASE 


26.7 BITUMINOUS COAL 
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AFIRST HALF 1982 
Average earnings of bituminous coal miners were $2.25 an hour during the closing months of their 1951 con- 
tract. The basic daily rate was $16.35 for inside day laborers. This year's agreement, completed in late Sep- 
tember, calls for a $1.90 daily wage increase, a 10-cent hike in welfare fund payments (bringing such royalties 
to 40 cents a ton), and other nonmoney concessions. The pay increase is in excess of the basic, self-administer- 
ing regulations; hence need for Wage ‘stabilization Board approval. 
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Bituminous Coal 


FACTORY WORKERS HAVE EARNED LESS 


40 
IN DOLLARS 


BITUMINOUS COAL 


35 


30 
ALL MANUFACTURING 


REAL SPENDABLE WEEKLY EARNINGS 
25 MARRIED MAN WITH TWO CHILDREN 


NOTE: WEEKLY EARNINGS AFTER SOCIAL SECURITY AND FEDERAL INCOME TAXES & ADJUSTED FOR PRICE CHANGES SINCE 1939 


20 
1939 1940 194] 1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 


AVERAGE ANNUAL EARNINGS PER FULL-TIME EMPLOYEE 


IN DOLLARS ALL ALL PRIVATE 
MANUFACTURING INDUSTRIES 


1952" 


1939 1946 1948 1950 1951 

AFIRST HALF 1952 
Earnings of soft-coal miners have been higher than those of the average factory worker, no matter how you 
measure them—in terms of hourly, weekly or annual take. Hours of work and pay in coal mining are recorded 
on a portal-to-portal basis (have been since 1944). This circumstance increases average weekly hours and di- 
minishes the average hourly earnings figures. It should be considered in comparison with other industry 
averages. 
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MINE PRODUCTIVITY HAS INCREASED 


OUTPUT PER MAN HOUR 
160 
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BY TYPE OF MINING 
1939=100 


140 , 140 
BUREAU OF MINES.» 
eo? 
120 o 120 


4 


UNDERGROUND MINES y 
sé 


100 100} 


RATIO SCALE RATIO SCALE 


1935 °39 "43 47 151 1935 39 *43 47 eo) | 
Output per man hour in soft-coal mining as reported by both the Bureau of Labor Statistics and the Bureau 
of Mines has trended upward. But the latter series shows for the war and postwar period a somewhat larger 
increase. This difference stems from variation in the measurement of labor input rather than of output... . 
Productivity in underground mines has continued to increase, has remained almost constant in surface mines. 
In fact, it has been retarded in surface mining by increased cubic yardage of overburden to be removed be- 
fore the coal can be reached. But since the coal is more easily accessible in surface mines and lends itself 
readily to mechanization, surface mines yield more tons per hour of work than do underground mines. 


UNDERGROUND VS. SURFACE MINING MECHANIZATION 


100 PER CENT OF TOTAL PRODUCTION 100 PER CENT OF UNDERGROUND PRODUCTION 


80 
60. 


40 


MECHANICALLY LOADED 


20 


1935 39 43 "47 "SI 1935 39 *43 "47 "51 
The proportion of bituminous coal obtained from surface mines has grown steadily. This shifting has been a 


major factor in raising the productivity levels reported for the industry as a whole. Since output per man 
hour is higher than in underground mining, an increase in the proportion of coal produced by this method 
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Bituminous Coal 


THERE ARE ALSO FEWER MINERS 


WORK STOPPAGES PRICES 
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PRODUCTION WORKER 
IN THOUSANDS EMPLOYMENT 


1939 40 "41 42 43 44°45 "46 47 48 49 "50°51 524 «= 1935-799 42~—~— 48S 47:« 4850S 


SUPPLIES CORPORATE PROFIT* AS A PER CENT 


MILLIONS OF NET TONS OF CORPORATE SALES 
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A FIRST HALF = OJUNE * AFTER INVENTORY VALUATION ADJUSTMENT AND DEPLETION CHARGES. 


would in itself increase the productivity estimates for all mines—even though there were no changes in output per 
man hour for each type of mining taken separately. Increased mechanization is also responsible for increasing pro- 
ductivity. Machines are doing much more of the work in underground mines. . . . 


Close to a million man-days were lost from strikes in 1951. But this was substantially below any other postwar 
year. ... Since 1950, there has been at least 20,000 fewer soft-coal miners at work than prewar. .. . The aver- 
age price received by bituminous coal producers remained about the same from 1948 through 1951. But 
wholesale price of industrial commodities increased 12%, over the same three years. .. . Larger soft-coal stocks 
were held by industrial consumers and in retail yards in mid-1952 than in any other year (except 1942) 
during the past decade. . . . After taxes, bituminous-coal corporations earned in 1950 and {951 only 1.5 cents 
per dollar of sales. This was the lowest margin on sales for the industry since 1940. 
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LIVING COSTS, JOBS, VOTING POTENTIAL 


HE fractional increase in Tue CONFERENCE in the component was mixed but even so, there were 
Boarp’s index of consumers’ prices in ten large aoe of continued recovery in consumers durable 
cities in August added a thin frosting to the goods prices. ; 
year-to-year nies changes. These latter have been The food index, up .3% in August, now stands at 
substantial. The +-3.4% change in the all-items index 240.4—a mark 4.8% above last August. Slight in- 
over the year (see chart), reveals the pressure of creases were reported for pork and pork products, 
slowly rising costs. The biggest advance over the chicken, butter and margarine, and eggs. P otatoes, 
year was in the food index, with a rise of 4.8%. This spinach, lettuce and canned corn were up while apples 
was followed by a 4.4% rise in the sundries index. were reported down. 
(Such things as personal care, transportation and rec- Other components showed the effects of the sum- 
reation are included in this group). Housing took mer doldrums: Men’s and women’s clothing moved 
third place, with a rise of 3.7%. The housefurnishings lower by 27% over the month; housing was up 3%; 
and clothing indexes declined. and sundries rose .2%. A .9% rise in the fuel index 
, was the result of increased prices of coal and higher 
NEW HIGH MARK electric utility rates in New York. 
The ten-cities’ index for August rose .2% over the 
July figure and reached a new high mark of 180.8% VOTING POTENTIAL—1952 
(January, 1939=100). The most noteworthy change A recent government estimate says that there will 
over the month was the .1% increase in the house- be close to 100 million persons of voting age on 
furnishings index. Although the summer retail mar- November 1 of this year. That total includes the 
ket for durables is usually quiet, this was the first civilian population 21 years old or more for all states 
time a rise has been reported for this index since excepting Georgia, where it also includes the eighteen, 
December, 1951. The movement of individual items nineteen and twenty-year olds. Members of the armed 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939 = 100 


Weighted Clothing 
Date Average of| Food Housing?! 
Al) Items Ww 5 
omen 8 

1951 August............. 174.8] 229.4] 117.8 137.6 103.7 
September.......... 175.5 | 280.6a| 118.4 189.4 
October............. 176.0 | 282.1] 118.8 189.2 
November.......... 178.2 | 286.8)| 119.9 138.7 
December........... 178.8 | 286.7c| 120.3 188.0 
Annual average...... 174.5 | 229.3} 116.9 138.7 : 

1952 January............ 179.0 | 237.5] 120.9] 151.2] 167.8] 187.5] 183.1 90.0} 103.7] 168.6] 170.1 55.9 
February........... 176.8 | 230.7} 121.1} 150.1 | 166.3] 136.5] 183.0/ 90.0] 103.7] 168.3] 169.0| 56.7 
March*se.c3ccc40 60. 176.7 | 231.0e] 121.2] 149.8] 166.0] 136.1] 1383.2] 90.0] 104.3] 167.0] 1701 56.6 
April SNe Sa 178.4 | 234.3 | 121.4] 149.7] 165.8] 186.1] 183.3] 90.0] 104.9] 166.9| 1721 56.1 
May ceetr oo ee 178.9 | 236.6f/ 121.5] 149.4] 165.2] 136.1] 130.6] 90.0] 104.8| 165.5 | 172.9 55.9 
Sunes oe, 179.0 | 287.0g} 121.5] 148.8] 164.7] 135.4] 130.9] 90.0] 104.8| 165.0| 1723 55.9 
July ees 180.4} 289.8] 121.7] 148.5] 164.6] 135.0] 131.77/ 90.0] 104.8| 164.8] 173.6 55.4 
Atigust ots oes 180.8 | 240.4h| 122.1] 148.2] 164.3] 184.7] 132.9] 92.2] 104.8] 164.4] 174.0 55.3 

SSSA 5 + atte 
Percentage Changes 

ST eS 

July, 1952 to Aug., 1952...) +0.2/ +03] 40.3] +02] -O02/{ +02] 40.9] 42.4 0 +0.1] 40.2) 02 

Aug., 1951 to Aug. 1952...|_ +8.41 +481 48.7] -2.5] -2.81 -21] +10] 42.7] 41.1] 40] 44/4] _9's 

1 Rents surveyed quarterly in individual cities ¢ Based on food prices for Dec. 12, 1951 Based on food prices for June 16, 1982 ised 
1 Includes electricity and d Based on food prices for Feb. 1S, 1952 : , # Revised 
@ Based on food prices for Sept. 17, 1951 @ Based on food prices for March 12, 1952 I Mase on fod price for Aug. 18,168 

b Based on food prices for Nov. 14, 1951 J Based on food prices for May 14, 1952 
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forces are not included. In 1948, only a little more 
than half those of voting age actually went to the 
polls. This was the poorest turnout during the past 
twenty years. Around the turn of the century, two 
out of every three persons of voting age went to the 
polls. The high-water mark in recent years was 1940, 
when there was a turnout of almost 60%. (The ac- 
companying chart shows both the magnitude of the 
presidential voting and the ratio of those exercising 
their voting privilege against the total number eligible 
by age.) 


New York Has Biggest Gain 


All states excepting Maine, Massachusetts and 
Washington will have more persons in the 2l-year- 
and-older age bracket this fall than in 1948. Of the 
states with estimated increases, New York shows 
the greatest numerical gain (over 300,000). Florida, 
Texas, Michigan, New Jersey and Pennsylvania will 
have increases of 200,000 to 300,000. 

This analysis of the potential vote in 1952 and the 
actual vote cast in previous presidential election years 
overstates by several million the number of those 
actually eligible to vote. This is so because nonvoting 
aliens of voting age are counted, as are those persons 
of voting age who are confined in institutions and hos- 
pitals. Persons of voting age who are unable to satisfy 


Consumers’ Price Index for Ten Cities 
August, 1951, to August, 1952 


Per Cent Change 


ALL 
ITEMS 


Source: The Conference Board 
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state requirements for citizenship, residence, registra- 
tion, or payment of poll taxes are also included. In 
these cases, state laws determine voting eligibility. 
In addition, those people twenty-one years old or 
more living in the District of Columbia with no resi- 
dence in another state are also counted in the over- 
all totals. 


Could Be Still Bigger 


Even if the total potential vote were to be cor- 
rected for these inclusions, the actual turnout would 
still be relatively small compared with those eligible 


More People Now: How Big the Vote? 


ESTIMATED CIVILIAN POPULATION 94.9 
OF VOTING AGE 
(MILLIONS OF PERSONS) 
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to vote. Even so, this year may see a record vote in 
absolute terms and also perhaps on a percentage 
reckoning. 


WOMEN AT WORK 
Without fanfare, the distaff side has moved into 
the breach. Since war began in Korea, nonagricul- 
tural employment has expanded by 1 million. Most 
of this expansion is accounted for by increased em- 


Employment in Agricultural and Nonagricultural 
Industries 
Persons fourteen years of age and over 
Thousands of persons 


Type of Employment and Sex 
Male: Sieg rtcltes feeene 


Males Sitenme). entencs cere 


Source: Bureau of Census 


ployment of women. As the accompanying table re- 
veals, from August, 1950 (just after invasion of South 
Korea) to August of this year, 1,056,000 women have 
been added to the employment total for nonagricul- 
tural industry. In contrast, only 127,000 men have 
been added. If agricultural employment were added, 
there would be a decrease in male employment of 
about three fourths of a million. Expansion of the 
armed forces accounts for this decrease. Since un- 
employment reserves are almost at the minimum, 
the sharp increase in the number of women workers 
has saved the day. 


Outve E. VAUGHAN 
Tuomas A. FiItTzGERALD 
Statistical Division 
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Creating an Industrial Civilization—This is an account of 
what nearly one hundred leaders from industry and the 
world of learning said, in groups of twenty to twenty-five, 
at a meeting devoted to taking a look at our industrial 
civilization from the standpoint of human values.—Edited 
by Eugene Staley, Harper & Brothers, New York, 1952. $4.00. 


The Trade of Nations—The purpose of this book is to 
contribute to “‘a proper understanding of what the trade of 
nations consists of, how it works, where its advantages lie, 
and what obstacles it has to surmount in order to develop 
and to flourish.’—By Michael A. Heilperin, Alfred A. 
Knopf, Second Edition, Enlarged, New York, 1952. Price 
$3.50. 


TRAINING SALESMEN FOR 


NTENSIFICATION of sales training and modifi- 
cation of training programs to meet changing sales 
needs characterizes the replies of the 120 cooperators 
in Tue ConrerENcEe Boarp’s current survey of busi- 
ness practices. Inauguration of programs, lengthened 
training periods, closer field observation of new sales- 
men, and the development of improved training ma- 
terials are the changes most commonly reported. 

In addition to more intensive training for new sales- 
men, cooperators are extending training to include 
experienced men and supervisory sales personnel as 
well. Older salesmen are benefiting from an increased 
number of refresher courses and also by acting as 
instructors. Growing interest in the planned training 
of supervisory sales personnel is also reported. 

Cooperators’ training programs reported, however, 
vary greatly in scope, duration and the emphasis 
placed upon individual topics. These variations re- 
late primarily to the amount of product knowledge 
required and to the nature of the trainee’s eventual 
sales job. 


SALES TRAINING TRENDS 


Recent changes reported by cooperators affect all 
phases of the sales training program. Underlying 
these changes, however, is a greater concern as to 
what actually happens in the sales interview. As an 
oil company executive says: 


“We find that it is quite easy to spend long periods in 
exposing salesmen to innumerable facts and selling meth- 
ods and yet not force a sharp conclusion as to what the 
employee should say in the selling situation. Therefore, 
we are trying to give primary emphasis to ‘what to say’ 
and ‘what to do.’” 


Principal changes reported are: 


e Initiating new or additional training programs 

e Closer field observation of new salesmen after train- 
ing o 

e Changing length of training periods 

e Shifting emphasis in course content and amount of 
on-the-job training 

e Improved teaching materials 

e Broadening programs to provide background infor- 
ipatian on departments not directly related to 
sales 

e Increased opportunity for individual participation and 
discussion during training sessions 

e Arranging with suppliers and trade association mem- 
bers for cooperative training 

e More refresher training 
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COMPETITIVE SELLING 


e Greater emphasis on training instructors 


e Extending training to include older men as well as 
new 


Few cooperators stated which changes had proven 
most effective. Among those who did, longer train- 
ing periods and closer field observation of salesmen 
were most frequently mentioned. The most typical 
view, however, is expressed by a food company execu- 
tive, who says: “It is not possible to determine which 
of these training tools is most effective, inasmuch 
as each represents an important part of an integrated 
program.” 


MEASURING TRAINING RESULTS 


Five principal methods of checking training results 
are reported by cooperating firms: 


e Observation of new salesmen in the field 
e Sales performance checks 

e Written reports and tests 

e Use of progress review forms 

e Customer reaction to the salesmen 


The most important of these methods, by a wide 
margin, are the district managers’ evaluation of new 
salesmen and sales performance checks. When class- 
room instruction is used, however, periodic written 
tests are usually required. 

A food company assembles a complete record of 
each trainee’s performance during the training period. 
An executive of the firm states: 


“Each man taking the sales training course is graded 
by the instructor and, in addition, a record card is made 
up on which are assembled psychological test results from 
the selection procedure, training school grades, subsequent 
personal ratings, and work history on the job.” 


Sales produced, in the opinion of many exccutives, 
is the best measure of training results. These firms 
report that they judge a new salesman either wholly 
on the basis of attained sales or on the basis of this 
factor plus personal observation. 

In another food company, other factors rank almost 
as high as sales. Supervisors therefore make a care- 
ful check of the entire sales and promotion job that 
the new salesman has done in his territory: 


“Our supervisors, as well as our district managers, 
check with retail grocery stores whether a salesman has 
accomplished certain specific results such as improvement 
of shelf position of our products; increased quantity of 
our products in the store; shelf space allocated to our 
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products; rotation of our products; appearance of the 
merchandise in the store and the use of point-of-sale 
material. Beyond this we check carefully to determine 
the salesman’s ability to sell our advertising and promo- 
tion programs to the trade.” 


TRAINING SALES SUPERVISORS 


Growing interest is reported by cooperators in the 
training of supervisory sales personnel. Several firms 
are readying training programs for this group or ex- 
panding current activities. 

At present, however, training of sales supervisors 
is at a minimum. Unplanned on-the-job training is 
the most prevalent training method. In some cases 
sales supervisors also attend periodic meetings de- 
signed to supplement on-the-job training. 

Typical of comments from companies that have 
established organized training for supervisory sales 
personnel is that of an industrial machinery exccutive. 
He writes: 


“Just this year, we have instituted a management de- 
velopment program which includes all district managers 
and sales supervisory personnel, along with a great many 
others in different types of work. In addition to this, the 
division employing the majority of our salesmen has a 
monthly managers’ meeting which is very beneficial.” 


FULL REPORT 


The foregoing represents merely a summary of 
replies received. A full report will appear in the 
Management Record for October, 1952. 


Exuiorr F. Hiaeins 
G. CLark THOMPSON 
Division of Business Practices 


Business Book Shelf 


Accounting Procedure for Standard Costs—Explains the 
principles of three fundamental methods in standard cost- 
ing. Confined to actual practice, supported by case studies, 
the discussion includes rates, charges, flexible budgets, 
variances, inventory control, and reports.—The Ronald 
Press, New York, 1952. $7.50. 


Croner’s World Register of Trade Directories—Contains 
summary information on nearly 1,000 trade directories 
arranged by major countrics.—Croner Publications, New 
York, 1962. Price $3.00. 


Essays on Business Finance—A series of essays dealing 
with “Financial Aspects of Promotion,” “Trading on the 
Equity,” “Working Capital Management,” “Working 
Capital Sources,” ‘Valuation of Business Enterprises,” 
“Profits and Funds Administration.’—By Merwin H. 
Waterman and Wilford J. Kiteman, Masterco Press, Ann 
Arbor, Michigan, 1952. Price: Library Edition (cloth bound) 
$3.00; Student Edition (paper bound) $2.00. 


FINANCIAL NOTES AND FOOTNOTES 


IT WILL BE some time probably before Wall Street will 
stop talking about what happened during the September 
income-tax payment week. In striking contrast to devel- 
opments last December when there was an almost uni- 
versal squeeze; in fact, in startling contrast to any other 
tax payment period in recent memory, a scarcity of funds 
on Monday (Séptember 15) steadily gave way during the 
week to first an abundance and then by Friday a super- 
abundance of short-term funds. 


The change was the more dramatic by reason of 
the fact that the trend for a good while had been 
toward tightness—as judged by present-day stand- 
ards. It was the more puzzling in a way because of 
a persistent weakness in long-term government issues 
in particular. 

When on Monday, September 15 (income-tax pay- 
ment day, as it happened), the Treasury announced 
an offering of fourteen-month 214% notes in exchange 
for some $11 billion of certificates due October 1, 
the talk in the Street was all about the firm tendency 
in money market rates. Observers had become im- 
pressed with the steadfastness with which the Fed- 
eral Reserve authorities had been leaving the market 
largely to its own devices. Some hardy souls had 
ventured to predict an increase in the discount rate, 
and it was not uncommon to hear it said that banks’ 
lending rates to top flight borrowers would move up 
again before the end of the year. 


HIGHER YIELDS FORESEEN 


These facts and these inferences had already begun 
to affect the reception of new corporate and muni- 
cipal offerings, and were being reflected in the prices 
of outstanding obligations of both sorts. Many were 
expressing the opinion that higher yields would have 
to be offered if all the corporations and municipalities 
planning to come into the market were to obtain the 
funds they sought. Federal funds for a good while 
had been only a very small fraction of a percentage 
point below the discount rate, and the banks were 
heavily in debt to the Reserve—at times in amounts 
that exceeded excess reserves. So, even apart from 
the normal tightening up to be expected around in- 
come-tax payment time, there seemed little likelihood 
that any easing of the situation was in early prospect. 

A few weeks earlier this question had been asked 
i these columns: “Are the Reserve authorities really 


determined to stick to their guns, and let the money 
market tighten up even if it means a wholly different 
kind of governments market—and in an election year 
at that?” 

By September 15, the query seemed badly out of 
date. To many, its answer by that time had become 
obvious: that the Federal Reserve authorities had 
established their independence, and were determined 
to remain independent of the Treasury. 

Then came Tuesday, September | 6, when, from all re- 
ports, the-Reserve started in to buy the maturing certifi- 
cates in quantity. Federal funds dropped to 1% before 
the end of the day. By the close of business on Wednes- 
day, the Reserve banks had increased their holdings .of 
governments by more than half a billion; Federal funds 
were down to !/,%; the longest Treasury bills, which not 
long before were selling on a 1.9% basis, were yielding 


only about 1.67%; member banks had reduced their in- 
debtedness to the Reserve banks by some $566 million 


to total only $313 million, the lowest figure for a good 


while, and not very much more than one fourth of excess 


reserves. By Friday night, Federal funds had slipped to 


'/3%, and the bill rate on the longest issues to 1.56%. 


“Explanations” soon abounded. Hesitant inferences 
promptly emerged. One such explanation started with 
a statement that the Treasury blundered in having 
the new notes run for more than a year, and thereby 
more or less automatically lost demand which would 
have otherwise come from corporations seeking in- 
vestments within the usual “current assets” category. 
The immediate result, according to this version, was 
a marked stickiness in the new notes which “obliged” 
the Reserve to come to the aid of the distressed Treas- 
ury. This interpretation left unexplained why it was 
that the Federal felt under so stringent an obliga- 
tion if it was really determined to govern itself with 
an eye single to the needs of industry and trade rather 
than of the Treasury. 

Others suspected that the Reserve was itself caught 
by surprise. According to this story, its bid of a 
thirty-second above par brought out many more of 
the maturing certificates than had been expected. 
But, of course, this idea promptly raised the question 
as to why the Reserve authorities did not in this case 
lower their bid, or, if they did not wish for reasons 
of public policy to take such a step, why they did not 
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sell some of their other holdings of governments and 
thus avoid increasing member bank reserves through 
open-market operations. 

Such theories as these seem to carry the suggestion 
that the action of the Reserve authorities in this case 


was to be regarded as but a temporary deviation from 


fixed policy—which was and is to keep the market rather 
on the tight side—and that a prompt return of money 
market conditions to about what they were prior to all 
this furor was to be expected. 


The fact of the matter is that a good deal of the 
softness in the market generally stemmed not from 
purchases of governments, but from a sharp rise in 
float and a sharp reduction in Treasury deposits at 
the Reserve banks. It was the effect of these changes, 
in conjunction with the purchases of governments, 
that enabled member banks to increase their reserves 
substantially at the same time that they sharply re- 
duced their indebtedness to the Reserve. And, of 
course, every one expected that the Treasury would 
rebuild its balances at the Reserve and that the float 
would decline, at least moderately, from the peak 
resulting from tax collections. 

It was clear, accordingly, that even if the Federal main- 
tained (but did not substantially enlarge) its holdings of 
government obligations, and if even a reasonably sub- 
stantial seasonal increase in loans occurred, member banks 
would presently find themselves under the necessity of 


choosing between liquidation of some of their assets or 
of again becoming heavily indebted to the Reserve within 


a relatively short period of time. 


But there were some observers who felt fairly confi- 
dent that the seasonal enlargement of demand of bank 
loans, the normal increase in currency in circulation, 
and the need of the Treasury for some $4 billion of new 
money (apart from any funds required as a result of 
attrition on the offering of the 214% notes) would 
lead the Reserve to “come to the aid of the market” 
in one way or another from this time until after the 
turn of the year. There were those who professed to 
have been given some such understanding more or 
less officially some time ago, although the volume of 
the aid and the dramatic way it was extended was 
scarcely expected by any one. 

One question that was on the minds of many at the 
close of the week of September 15, of course, was 
whether these steps by the Reserve really represented 
a change of policy; and, if so, whether such a change 
implied a change in appraisal of the business outlook. 

The predominating view as of the end of the week was 
to the effect that these events did not reflect a change in 
policy and hence implied no change in view about the 
outlook. 

One of the somewhat unusual features of the week 
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was the fact that the long terms (government, corpo- 
rate and municipal) did not reflect the ease that was 
injected into the short-term market. The longest 
Vics were quoted to yield 2.68% at the close of Mon- 
day, September 15; by the end of the week this figure 
had risen to 2.72%. Corporate and municipal bonds 
had been a little soft for some time, and no sharp 
change in trend developed. 

Strangely enough, the rumor factory, ignoring the 
trend of the long terms themselves, and apparently 
stimulated by what was taking place in the short- 
term market, began turning out reports of slackening 
demand from private borrowers. Questions were 
raised as to the extent to which demand for bank 
loans would rise during the autumn season. Gossip 
had it that the outstanding commitments of life in- 
surance companies (for which there are no longer 
any statistics) were declining, etc., etc. 

The fact seemed to be that while demand for bank 
credit might not advance in the full seasonal amount, the 
volume of outstanding loans was so high that even an in- 
crease which did not fully match the seasonal norm would 
take total bank loans to a new high figure. Such inquiry as 
is possible in the absence of full statistics on the subject 
seemed to indicate that rumors of declines in insurance 
company commitments were exaggerated, to say the 
least. It was even doubtful whether any over-all de- 
cline had taken place, although a rise in the volume 
of governments in the portfolios of the life companies 
during recent months was noted, and the suggestion 
again made that if long-term governments approached 
a 3% basis in a market broad enough to enable sub- 
stantial purchases at such a figure, insurance company 
funds might turn increasingly to these issues. 

To sum up: The morning-after-the-night-before judg- 
ment of most observers was to the effect that, while the 
Reserve might well be somewhat less restrictive during 
the autumn season, money market conditions, particularly 
in the long-term section, would continue relatively tight 
—although it was believed that funds in adequate 
amounts were to be had if the yield was right, 


P.S.—Only one week after the eventful week of 
September 15, federal funds were all the way back to 
1-11/16%, and the longest bills were yielding 1.70%. 
During the week ended September 24, Reserve banks 
made a slight reduction in their holdings of govern- 
ments; float declined nearly half a billion; the Treas- 
ury rebuilt its balances at the Reserve banks back 
to about a quarter billion; and excess reserves moved 
down nearly half a billion. 

Meanwhile municipal and corporate offerings dur- 
ing the week or so following all these changes in the 
short-term market seemed to move out into the hands 
of investors satisfactorily—but at advanced yields 
in all cases.—F. W. J. 
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VIEWING THE TEXTILE UPTURN 


Is it for sales or stocks? 


HE INCIPIENT textile upswing may turn into 

a mere wrinkle on a production chart unless 

finished goods demand develops a firmer tone. 
Heavy mill orders at cotton and some rayon mills 
presage a marked pickup in yarn and gray fabric 
output during the fall and winter months. But as 
yet there is little indication that demand in retail 
textile markets will be sufficient to absorb the ex- 
pected bulge in output. 

Certainly some of the increased mill output is 
needed to replenish pipe lines depleted by months of 
sluggish markets. But while there has been signifi- 
cant liquidation of the heavy inventory positions of 
mid-1951, aggregate stocks—from spinner to retailer 
—still remain above June, 1950 levels, and substan- 
tially above the low points of 1949. 


THE YEAR-END PICTURE 


Fabric and finished goods output has already moved 
ahead of demand, judging from the upturn in stocks 
during the past few months. At current production 
rates, storage bins and retailers’ shelves should be 
amply stocked by year end. Already some textile 


men are expressing misgivings that unless caution 
reigns, 1953 may be another in the long list of bad 
textile years. 

The history of the textile industry is replete with 
examples of overproduction and retrenchment. Be- 
cause of the large capacity and highly competitive 
nature of the industry, there has been a chronic ten- 
dency by individual producers to attempt to increase 
their share of the total market at the slightest sign 
of increased demand. In the past this has led to a 
flooding of markets, followed by the inevitable curtail- 
ments and painful absorption of top-heavy inven- 
tories. 


WHAT ABOUT THIS TIME? 


Whether the recent singeing administered to many 
textile firms by the 1951 recession will instil sufficient 
wariness to ward off a market glut this time remains 
to be seen. Certainly should sales of apparel and of 
household and industrial textiles perk up significantly, 
markets might absorb increased fabric output. But 
unit retail sales of textiles have been markedly stable 
in recent years, varying only a few percentage 
points up and down even during the Korean boom 
and subsequent recession. In fact, quarterly unit 
sales of apparel (seasonally adjusted) fluctuated 
within a narrow 5% range during all of 1948 and 
1949 (see chart). Judging from past trends, any in- 
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crease in sales of textiles at retail or to industrial 
users in the months ahead is not likely to be large. 


COTTON TAKES THE LEAD 


Cotton seems to have snapped back most sharply 
from the 1951 recession, at least at the mill level. 
Bookings for the fourth quarter of 1952 have been 
heavy. Print cloths and broadcloths are especially 
well sold on a rising market. Combed goods are close 
behind. Forward bookings on sheetings, however, 
have been slow, and many mills have withdrawn from 
this unprofitable market. Sheetings prices are up, but 
a significant increase in mill margins on these fabrics 
is apparently necessary to bring in additional supply. 

Order placements at cotton mills, which had been 
heavy during the early summer, turned dull in mid- 
August. As of late September, trading continued 
light. The upsurge in trading is already being reflected 
in increased production. Broadwoven fabric output 
(seasonally adjusted) has been edging up since the 
latter part of 1951. 

Synthetics are also sharing in the rise. Shipments 
of rayon yarn and staple to weaving mills increased 
50% between March and August, 1952. Fabric out- 
put is also up—but to a lesser extent. Inventories 
in many sectors of the synthetics industry have been 
drawn down and prices have firmed somewhat. Many 
mills are sold ahead on some fabrics through the end 
of the year, but large quantities of fabrics are avail- 
able for quick delivery. Trading in dress fabrics, 
especially crepes, satins, and some taffeta, is dull. 
Activity in finished fabrics is also lagging, owing 
partly to rising gray goods prices. This slowness is 
causing concern among those industry members who 
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fear that yarn and raw fabric output has moved 
ahead too fast. 

The newer synthetic fibers which were little af- 
fected by the textile downturn in 1951 continue to 
advance in popularity. Nylon-fabric shipments have 
more than doubled in the past two years. Consump- 
tion of orlon, dacron, and the other so-called “miracle 
fibers” continues to grow—limited, in most instances, 
only by available supply. 

Of the major fibers, wool alone failed to join in 
the revival. The wool market has remained lethargic 
ever since the price declines of 1951. Women’s worsted 
fabrics and blankets have experienced some brisk 
business. But trading in men’s fabrics and carpet 
yarns remains dull. The sharp decline in government 
needs has been a key factor. 


CUTTINGS JOIN THE UPSWING 


Apparel activity, after an almost continuous de- 
cline throughout 1951, is moving up, although on a 
less-marked scale than gray fabrics output. Orders 
placed by cutters at converters are apparently not 
nearly so heavy as those experienced at the fabric 
mills. Cuttings of the major items of women’s outer- 
wear—dresses, suits, coats, and hosiery were 12% 
higher (seasonally adjusted) in the first quarter of 
1952 than at the recession low of the third quarter 
of 1951. Second-and-third-quarter, 1952, output is 
probably even higher—perhaps even approximating 
the Korean production high of the early 1951, or the 
slightly higher postwar peak of mid-1946 (see chart). 

Men’s-wear output has also revived from the 1951 
slump, but is significantly less active than women’s. 
Second-quarter, 1952, cuttings are perhaps 16% higher 
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than in the fourth quarter of 1951 (seasonally ad- 
justed). But even if the third quarter of 1952 has 
shown further improvement, men’s-wear cuttings will 
still be far short of the postwar peak of 1951. Suit 
and coat output declined very sharply in 1951. Suit 
cuttings were down 41% between the fourth quarter 
of 1950 and the fourth quarter of 1951. Despite the 
upturn this year, output is still far short of late 1950 
levels. 

Overcoat and topcoat output followed the same 
pattern. Dress- and business-shirt volume was off 
even more sharply. 


Sportswear Popular 


But the recent growth in sportswear popularity 
has acted as a significant offset to the decline in cut- 
tings of the more formal men’s outerwear. Sports- 
shirt production has risen sharply during the postwar 
period. Output declined moderately during the 1951 
recession, but by the second quarter of 1952 it had 
reached a new postwar high, nearly triple the 1947 
volume. Sports jacket and slacks output has also 
sketched an upward trend, although to a less-marked 
extent than has sports-shirt output. 

Production of household textiles is generally back 
to pre-Korea levels from its minor dip in 1951. Bed 
sheetings output totaled 81.2 million linear yards in the 
second quarter of 1952, as against 81.1 million linear 
yards in the second quarter of 1950. Toweling is 
up 20% after a radical decline from 1951 highs. 
Drapery and bedspread fabrics are also up. 

Carpet production has also moved away from its 
recession lows. Output in May, 1952, totaled 5 mil- 


‘Between the third quarter, 1950, and the second quarter, 1952, 
cuttings declined 45%. 


lion square yards, up 40% from the lows of late 
1951. Weavings dropped sharply during June, July 
and August, as mills representing about half the 
industry were strikebound. With looms back in pro- 
duction, output has apparently jumped back quite 
sharply. 

As yet, however, there is little evidence of large 
ordering by dealers whose carpet inventories have 
been drawn down during the strike period. Producers, 
though, remain optimistic of a good fall and winter 
season. 

Industrial textiles have shown only a slight de- 
cline in 1951, and now are back to early 1951 levels. 
Tire cord and fabric production, which amounted to 
558 million pounds (annual rate) in the second quar- 
ter, 1952, compared favorably with the 584 million 
pounds turned out in the second quarter of 1951. 
Coarse industrial cloths for bagging and miscella- 
neous uses are in demand. The same is true for 
numbered and Army duck, which was lagging a few 
months back. 


AT THE RETAIL END 


The emergence of retail sales of textile products 
from their 1951 dip is spotty. Unit sales of apparel 
during the second quarter of 1952 was up 5% (season- 
ally adjusted) from the third quarter of 1951. But 
the rise was concentrated in sales of women’s apparel, 
which increased 6%, and in general family clothing, 
which was up 9%. Sales of men’s wear have re- 
mained virtually unchanged since the second quarter 
of 1951. Total third quarter, 1952, sales were down 
about 1% from second quarter, 1952, levels. 

Sales of bedsheets, towels and the like are moderate. 
August “white sales” were reportedly good. Carpet 
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sales at retail, however, continue to lag despite the 
overhanging threat of further price increases. 


THE KEYS 


Just how far the current textile revival will go 
hangs essentially on: 


e The extent to which industry is willing to build 
up its partially depleted fabric inventories. 

e Whether the small upturn in sales of finished 
textiles develops into a significant trend. 


The inventory picture is decidedly mixed. Many 
garment cutters have pared fabric stocks to the bone; 
on average, physical volume? of inventories at ap- 
parel makers hovers just above the 1949 lows. At 
the end of June (the latest available figure), stocks 
were only 6% above the December, 1949, figure, after 
a decline of 19% from the June, 1951, high. 

Apparel and dry goods wholesalers have also cut 
inventories significantly. Holdings? in mid-1952 were 
down 21% from those of early 1951. 

Stocks of apparel retailers were reduced sharply 
during the 1951 recession. At the end of March, 1952, 
unit inventories were 16% below the June, 1951, 
peak. But during the second quarter of this year re- 
tail apparel inventories increased 8%, and are now 
above pre-Korea levels. 

Perhaps most significant to the inventory picture 
is the surprisingly little liquidation of unit holdings 
at textile mills during 1951. Quantities of fiber, yarn, 
and fabric in storage bins at the end of June, 1952, 
were still a fourth higher than early 1950 levels: only 
6% below post-Korea highs. 

The two and one-half months’ supply of mill inven- 
tories in June represented about 1.4 billion pounds 
of raw fiber. Apparel cutters held fabric woven from 
another 350 million pounds of fiber. Retail stocks of 
textile products, together with fabric holdings of in- 
dustrial users and exporters, bring the aggregate 
fiber-equivalent inventories to roughly 3.5 billion 
pounds.’ 


SOME ALTERNATIVES 


That is the poundage turned out in about six 
months at current mill production rates. Inventories 
before Korea amounted to about 5.7 months of out- 
put, while the post-Korea peak pipe lines represented 
nearly seven months of production. Thus, under 
_ constant output rates, a return to pre-Korea inven- 
tory-output relationships would require a further de- 


1Carpet prices were recently upped an average of 5% by most mills. 

2Seasonally adjusted. 

8These estimates were derived by applying inventory to cost-of- 
goods-sold ratios to the estimated fiber flow through each particular 
textile sector. For example, apparel retailers had unit inventories 
aggregating 3.3 times the monthly cost of goods sold in June. Roughly 
200 million pounds of fiber were consumed each month to make 
apparel during the first half of 1952. Applying 200 million pounds 
times 3.3 gives roughly 350 million pounds of inventory. 
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pletion of inventories of about 200 million pounds, 
while a buildup back to post-Korea highs would mean 
further accumulation amounting to perhaps 500 mil- 
lion pounds. 

During the first half of 1952, fiber output of about. 
520 million pounds a month roughly equaled fiber 
use from spinner through retailer. If consumption 
were to remain unchanged, a buildup of inventory to 
the post-Korean high could be accomplished by a pro- 
duction bulge, over the next twelve months, which 
rose to a level 15% higher than currently and eventu- 
ally returned to present levels. 

Or inventory could be built back to the 1951 highs 
in a relatively few months by a rapid expansion of 
output. But the heights to which inventories were 
carried a year ago were almost universally believed 
to be far in excess of the then, and now, current re- 
quirements. So that level of stocks is clearly an ex- 
treme upper limit to which inventory rebuilding would 
go in the near future. 

But if the figure is less, how much less? On aver- 
age, for the industry as a whole, inventories are al- 
ready above June, 1950, levels. And, at that, June, 
1950, stocks already were significantly higher than 
the recession bottoms of 1949. 

Thus any substantial production increase at the 
mill and cutter levels which is not backed by an in- 
crease in final goods demand would lead to a top- 
heavy inventory situation in a very few months.? 


FINAL DEMAND 


But current consumption of textile products by 
final users seems to be pretty much in line with what 
would be expected from the experience of recent years. 


1Obviously, inventories are spread among a very large number of 
firms. So inventory shortages could conceivably exist amidst a 
general glut. 
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There appears to be little justification, on the surface 
at least, to expect any marked change in the buying 
habits of either the consuming public or industrial 
users. Export markets, a vast outlet for textile goods 
in the earlier postwar years, have shrunk percep- 
tibly, with little hope at the moment of any signifi- 
cant upswing in foreign demand. Military textile pro- 
curement is scheduled to decline in the next year. 


SUITS IN THE WARDROBE 


The physical volume of retail sales of men’s apparel 
has been drifting downward since 1946. There was a 
significant upsurge in buying following the outbreak 
of the Korean war, but in carly 1951 buying fell back 
below 1949 levels and has remained in that vicinity 
since. 

In 1945 and 1946, World War II veterans bought 
heavily in apparel stores to replenish their badly de- 
pleted inventories of civilian clothing. By 1947, 
men’s clothing closets were well stocked with, new 
suits, shirts, underwear and the like. The backlog de- 
mand, which infuscd a strong stimulant to retail trade, 
began to wane; normal replacement demand for cloth- 
ing was left to take up the slack. 

But with such a large proportion of men’s apparel 
inventorics comprised of new items, replacement de- 
mand was slow. It seemed that sales would lag until 
the age distribution of the inventory regained its nor- 
mal pattern. Rough calculations suggest an average 
life of men’s clothing stocks of about six years. The 
age distribution of the inventory is doubtless now 
much closer to normal. The buying waves of late 
1950 and carly 1951 doubtless added additional suits, 
coats, and shirts to men’s closet stocks. But, in total, 
the excess purchases amounted to less than two 
weeks’ sales, and that bulge in inventories has proba- 
bly been corrected by reduced sales volume in the 
last year and a half. 

I{ence the pattern of men’s clothing purchases in 
the postwar years docs not suggest any obvious reason 
why current demand should not be considered close 
to what might be considered normal. And the trends 
in per capita consumption of fibers used in men’s 
apparel would scem to bolster this point of view. For 
every man and boy, about seventeen pounds of raw 
fiber a year is currently going into apparel. This is 
less than the nineteen pounds consumed in the years 
immediately following World War II, but substan- 
tially more than the fifteen pounds of the late Thirties 
when incomes and living standards were lower than 
now. 

Unit sales of women’s wear have fluctuated little 
in the postwar period, with the exception, of course, 
of the 1950-1951 buying waves. During World War 
IT, cuttings of women’s apparel continued on a fairly 
high level. So women did not have the problem of 
replenishing depleted wardrobes in the carly postwar 
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years. Also, the shorter average life of women’s 
clothes (roughly four years) helped maintain the re- 
placement market on a much more active basis than 
that experienced in men’s wear in the last few years. 

To the extent that men’s sportswear purchases are 
essentially additions to, rather than replacements of, 
conventional outerwear, a new element has been 
added to the demand picture. Total shirt production, 
for example, seems to have trended upward more than 
total men’s outerwear cuttings, as shirt cuttings have 
shifted radically towards sports items. But the up- 
trend is only moderate, and as yet seems unimportant 
in the total men’s wear consumption picture. New 
synthetics may tend to broaden fabric uses, and re- 
quire greater variety in both men’s and women’s 
wardrobes. But any increase in per capita demand 
for fibers from this source remains problematical. 

Children’s wear sales, which are keyed closely to 
the birth rate of the preceding several years, jumped 
sharply following the baby boom in the early postwar 
years and have continued high. 

Apparel cutters are now consuming an equivalent 
of about fourteen pounds of raw fiber annually for 
each woman and child, an amount which has remained 
within relatively narrow limits throughout the post- 
war period. In the late Thirties, consumption aver- 
aged twelve pounds per person. 


STABLE PER CAPITA USE 


While there is no necessary reason to suppose that 
the per capita apparel use of either men or women 
will remain at their present levels, the history of the 
past three decades suggests that barring radical eco- 
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nomic change, per capita apparel use is a very stable 
figure. For example, fiber use in clothing during 
the Twenties averaged a stable fifteen pounds per per- 
son (see chart). In the early Thirties, per capita use 
declined to twelve and one-half pounds, and stayed 
below fourteen pounds until World War II. In 1943, 
over seventeen pounds per person was consumed, ow- 
ing mostly to large military clothing requirements. 
In the postwar years, the average has gone back to a 
bit over fifteen pounds per person. 

However, even if per capita apparel use remains 
constant, some growth in total apparel fiber consump- 
tion is indicated in line with the annual increase in 
population of 1% to 2% a year. 


TIED TO NEW HOUSEHOLDS 


The trend in fiber use for household textiles 
(“linens,” draperies, toweling, blankets, rugs, etc.) 
follows apparel use closely. About thirty-three pounds 
of fiber were consumed in textiles last year for each 
household in the United States. This figure, however, 
has been somewhat more unstable than per capita 
clothing fiber use, owing partly to wide fluctuations 
in new home construction. Since rugs, blankets, 
sheets, etc., have a relatively long-wearing life, re- 
placement demand is less brisk for household textiles 
than for apparel. Demand from newly formed fami- 
lies tends to be more important for household items 
than for clothing. 

Production of household fiber goods was dampened 
during the war, along with new construction and 
family formation. At the end of the war, backlog 
demand, reflected in a sharp jump in household 
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formation, pushed per household fiber consumption 
from 24 pounds in 1945 to 34 pounds in 1947 and 
1948. Demand slackened somewhat in 1949, but 
pointed sharply upward in the wake of the building 
boom which gained momentum in late 1949. In 1950, 
enough textile fabric was produced to supply each 
household with an equivalent of 37 pounds of fiber. 
Production and consumption of household textiles 
fell off in 1951, and has averaged about 30 pounds 
per houschold during the last several quarters. It is 
possible that the post-Korean buying wave, which 
filled household shelves with sheets, pillow cases, 
towels, and the like, has been offset by the sales re- 
cession in 1951. If so, it suggests a balanced inventory 
of textile products in houscholds. 

If past demand determinants continue to hold, re- 
tail sales of houschold textiles would tend to follow 
closely the rate of family formation—though with 
significantly Icss fluctuation, since the large stable 
clement of replacement demand is keyed more closely 
to present total houscholds than to the number of 
newly created houscholds at any given time. 

Both the rate of family formation and the total 
number of houscholds tend to vary only slightly in 
the short run, and hence little change in retail sales 
of household textiles could be expected from this 
source. But if the projected downward drift in family 
and houschold formation over the next several years! 
materializes, the basic demand for houschold textile 
items may be operating at a lower level than now. 


INDUSTRIAL USE 
The use of textiles for industrial purposes has been 
growing during the past three decades, but the 
Wee The Business Record for August, 1952. 
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increases have been substantially less than for total 
industrial production, or even total textile use. As 
a result, the proportion of fibers going into industrial 
use has declined from 30% in 1919 to about 25% now 
(sce table). The current use of 1.6 billion pounds of 
raw fiber for industrial purposes is no more than was 
used in 1941. 

Tire cord and fabric production, which accounted 
for two fifths of total industrial textile output in 
1951, has followed the upswing of industrial output 
during the past decade (sce chart). But other indus- 
trial uses of fabrics have continued their long-term 
decline, owing mostly to compctition from nontextile 
materials. 

Paper, for example, has made substantial inroads 
into the position of cotton in the bagging industry. 
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In 1941, for example, 273 million pounds of raw cotton 
went into flour, feed, sugar and other bagging. (At 
the war peak, 377 million pounds of cotton were 
used.) By 1951, only 170 million pounds of cotton 
were estimated as going into bagging fabric. ‘To a 
lesser extent, Jute and the hard fibers have cut into 
the market for ‘cotton cordage and twine. In 1941, 
109 million pounds of cotton went into these items as 
compared with only 60 million pounds last year. 

Aside from competition from nontextiles, cotton, 
wool, and rayon have suffered from their dependence 
on industrial markets which have lagged behind the 
growth in total output. For example, shoe produe- 
tion, which uses considerable quantities of cotton, 
has increased only slightly during the last decade of 
industrial growth, 

The near-term demand for tire cord and fabric 
is not likely to change much from current levels, ‘Tire 
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demand for the next six months is promising, accord- 
ing to industry observers, but large inventories are 
expected to keep any marked production expansion 
in check. The recent resurgence of burlap demand 
from its extended depressed state may also mean 
strong competition for cotton bagging fabrics. 


FOREIGN MARKETS 


Exports of manufactured textile goods have fallen 
off sharply since the early postwar years. The rela- 
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tive lack of competition and huge dollar balances 
abroad enabled the United States to ship abroad 800 
million pounds of manufactured textiles in 1947. 
But with the rapid revival of the Japanese, British 
and Indian textile industries, coupled with the deple- 
tion of foreign dollar balances, our share of a declin- 
ing world textile market was reduced significantly. 
By 1950, exports had declined to 230 million pounds. 
Shipments abroad rose to 350 million pounds last 
year, but in recent months exports have slipped 
badly. There is little likelihood that United States 
exports can be increased unless, or until, world tex- 
tile markets come out of their slump; and as yet there 
is little indication that this is happening. 


MILITARY REQUIREMENTS 


By now, military fabrics required to build up to 
a 3.5 million armed force has been met. Demand 
is pretty much down to replacement needs. The 
Textile Organon estimates military cotton use during 
the first half of 1952 at about 175 million pounds, or 
about 8% of total cotton use. That is about the same 
rate as for the full year 1951. 

Only 40 million pounds of wool went for military 
use and stock piling during the first half of this year 
—24% of total apparel class wool consumed during 
the period. The military take in 1951, weighted by 
significant stock-piling requirements, ran to 44% of 
apparel wool supplies. 

Synthetics for the military declined from about 
11% of supplies in 1951 to 6% during the first half 
of 1952. 


COMPETITION IN THE FIBERS 


BSCURED in the over-all trends of the whole 

textile industry is the stiff competition for busi- 
ness which goes on among the various fiber branches. 
The synthetic fibers have made substantial inroads 
into the markets for wool and, to a lesser extent, cot- 
ton. While in many instances the synthetics offer 
quality advantages, or easier production handling 
over the natural fibers, the rapid strides of the syn- 
thetics stem essentially from their relative price ad- 
vantages. 

Rayon prices not only declined relative to cotton 
and wool, but they have remained significantly more 
stable than either of the other two major fibers. 
Large inventory profits and losses in cotton and wool 
holdings have added an unstable element in business 
planning. 

Raw cotton prices advanced from 13.9 cents per 
pound in 1941 to a high of 45.2 cents in early 1951, 
declining to 39.4 cents in July, 1952. Wool underwent 
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even more extreme movements, selling at $1.09 per 
pound (scoured basis) in 1941, at $3.75 in early 1951, 
breaking sharply to $1.63 by July, 1952. Rayon, on 
the other hand, went from 54 cents per pound in 1941 
to a high of 78 cents in early 1951, and has since re- 
mained at that level. 

Perhaps the most striking example of the inroads 
of synthetics is the extent to which viscose high- 
tenacity rayon, starting from scratch a mere decade 
ago, has taken over the dominant position in tire- 
cord manufacture. Between 1939 and 1949, cotton 
tire-cord output declined from 260 million pounds 
to only 156 million pounds. From a negligible pound- 
age in 1939, rayon cord output climbed to 279 million 
pounds in 1949. Owing to limited high-tenacity rayon 
production capacity after the outbreak of the Korean 
war, the cotton cord production curve again climbed 
back to 289 million pounds in 1951. But in recent 
months cotton has slumped back from its 1951 peak 
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(see chart), while rayon output continued to increase. In the apparel field, rayon has also been displacing 
Aside from the many technical advantages of rayon wool in recent years. In 1947, for example, 86% of 
tire cord over cotton cord, rayon currently has a women’s suit cuttings were wool, only 11% rayon. 
distinct price advantage over the natural product. It By 1951, the figures read 38% wool, 60% rayon. In 
would seem to many industry observers that the price 1949, the breakdown of women’s untrimmed coats 
of cotton would have to fall below current govern- was 96% wool, 4% rayon. By 1951, rayon had 
ment support levels to allow-successful competition garnered 22% of the market. Rayon has also moved 
with rayon in the tire-cord market. into a better competitive position in men’s wear. 
Synthetic fabrics are also being used extensively Nylon, the first truly synthetic fiber, was developed 
for automobile upholstery, where formerly all-wool in 1938; it is now being turned out at a rate of 150 
fabrics were uncontested. million pounds annually—with further increases to 
perhaps well over 200 million pounds expected by 
IN CARPET FIELD, TOO 1953. This not insignificant poundage is already the 
Rayon, too, seems to have made its mark in the dominant fiber in the women’s hosiery industry, dis- 
rug and carpet industry, where heretofore wool was placing rayon and silk, and in recent years has been 
virtually unchallenged. Of the square yards of floor used increasingly for women’s blouses (8% of the 
coverings woven during the first six months of 1952 total in 1951), dresses, and lingerie—not to mention 
more than 40% were wool-rayon blends. Less than its many industrial uses. 
27% were blends in 1951. The introduction of blended 
carpets and rugs by the major mills was essentially COME OTHER FIBERS 
an endeavor to meet the decline in carpet wool sup- Rapid advances are also expected for the large 
plies, which come from remote parts of the earth. number of postwar “miracle fibers’—dacron, orlon, 
There has also been dissatisfaction in the carpet saran, dynel, etc. Although their aggregate produc- 
industry with the extent of inventory speculation as- tion is still small—perhaps no more than 40 million 
sociated with the price gyrations in world wool mar- pounds in 1951—the initial enthusiasm exhibited by 
kets. In addition, blended carpets cost less still and textile users suggests that the new fibers are likely 
have the wearing qualities of wool floor coverings. to offer strong competition to the wool industry, and, 
The big problem to further development of blended to a lesser extent, the cotton and rayon industries. 
floor coverings appears to be consumer preference Dacron-wool blends for men’s spring and summer 
for traditional all-wool fabrics. The recent price hike suits which sold in significant volume for the first 
for rugs and carpets may make the lower-price time this year, bid fair to cut into the rayon and 
blended items more attractive. worsted market. Major manufacturers have already 
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“Miracle” Fibers Look Up 
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1960 


announced an orlon-wool and other blends for men’s 
summer suitings. (Orlon and orlon blends have 
already caught on in women’s wear.) 

The President’s Materials Policy Commission pre- 
dicts a phenomenal growth for synthetic fiber use, 
as can be seen from the chart on this page. These 
figures imply a substantial decline in the demand for 
wool, and perhaps cotton, unless per capita apparel 
use increases substantially. If, for example, 85% of 
synthetics are for apparel and the annual per capita 
use continues at the sixteen pounds! per person, by 
1960 the 2.4 million pounds of wool, cotton and rayon 
fiber used in 1951 would have declined to only 2.0 
million pounds.” 

If the synthetics continue to be used substan- 
tially the same as now, wool would seem to be the 
fiber which would take the brunt of the demand cut- 
back. Few textile industry people envision the rele- 
gation of wool to the domain of silk, however. Higher 
per capita consumption, and the many new uses to 
which wool can be put when used as a blend with 
synthetics, are adduced in favor of wool’s position. 


COTTON COUNTERATTACKS 


Cotton has also been taking some pot shots at the 
wool markets: its share of the women’s skirt market 
has been increased from 7% in 1947 to 31% in 1951. 
Wool was down from 48% to 23%. Cotton dress 
manufacturers are also trying to enter the “transi- 
tionals” market (spring and fall wear) where wool 
dominates. Cotton has already made substantial in- 
cursions into rayon’s position in the dress industry. 
Of the more expensive (unit-priced) dresses, cotton 
accounted for only 11% in 1947, but 23% by 1951. 


1Including synthetics. oe 
2Assuming a population of 170 million in 1960. 
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Rayon’s share fell from 81% to 70%. In the cheaper 
(dozen-priced) dresses, cotton increased its domi- 
nance (at the expense of rayon) from 74% of cut- 
tings in 1947 to 83% in 1949. Cotton slipped back to 
80% in 1951, but in the second quarter of 1952 it 
had regained the loss. 

Over-all, the fiber use figures show that rayon has 
gained, generally at the expense of wool, while the 
pluses and minuses of cotton about cancel out since 
1947. In apparel and household textiles, both cotton 
and rayon have increased their share, while in indus- 
trial uses rayon made a severe dent in cotton’s domi- 
nant position. Over the past three decades, rayon 
has cut into the markets for cotton and wool in all 
major areas. 


ALAN GREENSPAN 
Division of Business Economics 


ECONOMIC NOTES 
Believing Makes I+ So! 


“Economic policy should consist of such measures as are 
not only desirable in themselves but are also likely to arouse 
those expectations that are called for at the given time. When 
inflation threatens, expectations of price stability need to 
be stimulated; when deflation is imminent, expectations of 
income increases need to be stimulated. Since expectations 
are not innate and are not the function of people’s past ex- 
periences but are dependent on their understanding of events 
—including government measures and economic publicity— 
it is not impossible to achieve this objective. But whether 
it is probable that we shall achieve it in our lifetime is an- 
other question. The only road we know of toward that 
goal consists of more, and not less, publicity.”—George 
Katona, “Psychological Analysis of Economic Behavior,” 
McGraw-Hill Book Company, 1951, p. 297. 


The Art of Forecasting 


“The only kind of business forecasting that is likely to be 
reasonably successful represents detailed and systematic 
analysis of recent and current economic developments. Such 
analysis should start with a well-developed theory of eco- 
nomic fluctuations. Equally important, it must be based 
on a thorough familiarity with the relevant statistical data 
(and any significant interrelationships they have shown 
in the past) and on a lively appreciation of how nonmeas- 
urable economic and political developments are likely to 
affect various aspects of the business situation. 

“Business forecasting will probably always remain some- 
thing of an art. It requires a skilled blending of theory 
and practice; it entails knowing which new facts are im- 
portant and which are not, when we can rely on past re- 
lationships and when we cannot. Business forecasting 
should never become the mechanical application of certain 
theoretical ideas to an unchanging list of variables.”— 
Robert A. Gordon, “Business Fluctuations,” 1952, Harper 
& Brothers, p. 452. 


Machine Tools: Orders Dipping, Shipments Rising, Backlogs Declining 
25 
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SELECTED BUSINESS INDICATORS 


Percentage Change 


Latest Month | Latest Month 
August over over 
Month Ago Year Ago 


1951 


Item 


Augustp June 


Production and Business Activity — 


Industrial production, total (S)............ 1935-39 = 100 Q12 |r 191 203 217 +11.0 -2.3 
Durable goods)(S) 32 secon sac ee creel else 1985-89 = 100 264 |r 224 247 267 +17.9 —].1 
Nondurable goods (S).............e00005 1985-89 = 100 189 180 |r 187 193 +5.0 —2.1 
IMineralsy(S)Rerticsoto cutee e se sisis crea ken 1985-39 = 100 157 |r 143 |r 147 165 +9.8 —4.8 

Consumer durables (S)............2+. 0008: 1947-49 = 100 n.d. 69 |r 107 100a -35.5 -31.0 

Machine tools!.hcoecthliaek «seein sere cise 1945-47 = 100 $16.0 |r 257.2 330.8 178.9 +22.9 +76.6 

‘Construction contracts awarded, residential .| million dollars 628 608 582 568 +3.2 +10.6 

Construction contracts awarded, other...... million dollars 811 903 907 695 -10.2 +16.6 

Retail’sales (S) Rae air secs coe ec eee sc sarees million dollars 13,325 |r 13,474 ]r 14,018 13,074 -1.1 +1.9 

Retail inventories (S)?.................06- million dollars n.a. 17,766 |r 17,847 20,045 -0.5 -11.4 

Department store sales (S)................ 1947-49 = 100 114 105 111 109 +8.6 +4.6 

Department store inventories (S)*.......... 1947-49 = 100 n.a. 120 118 137a) +1.7 -12.4 

Manufacturing sales (S)................... million dollars n.a 21,700 |r 21,848 21,249 -0.7 +2.1 

Manufacturing inventories (S)*............ million dollars n.a 42,128 |r 42,213 39,908 0.2 +5.6 

Manufacturing new orders................ million dollars n.a. 22,574 |r 24,772 22,556 -8.9 +0.1 

Manufacturing unfilled orders?............. million dollars n.a. 69,712 |r 67,117 62,775 +3.9 +11.1 

Carloadings, total? o%..5.0 cues silos srt thousand cars 783 595 |r 644 825 +31.5 -5.0 

Carloadings, miscellaneous®................ thousand cars 875 299 |r 822 386 +25.3 -2.7 

Prices, Wages, Employment— 

Basic commodity prices’.................. Aug. 1989=10 293.6 293.3 293.3 325.0 +0.1 -9.7 

Wholesale commodity prices, all........... 1947-49 = 100 112.1 111.8 111.2 118.7 +0.3 ee 
iMiguboose ea conoosoeDbaCUoe ODeOn coud de 1947-49 = 100 109.9 110.2 107.2 110.4 —0.3 —0.5 
Industrial..o.c0. 5 sas cee oe a see ee is scoters 1947-49 = 100 LIS OS tree ees 112.6 114.9 +0.4 -1.7 

Consumers’ price index.................- 1935-89 = 100 191.1 190.8 189.6 185.5 +0.2 43. 0 

Farm parity price ratio................... 1910-14 =100 103 103 102 104 0 -1.0 

Non-agricultural employment.............. thousands 55,390 54,636 54,402 54,942 +1.4 +0. 8 

Unemploymenitcc. 2. sc. seks tuee ete thousands 1,604 1,942 1,818 1,578 a +1.6 

Factory employment..................0-- thousands 12,798 |r 12,110 |r 12,383 13,069 +5.7 -2.1 

Average weekly hours worked, manufacturing]; number 40.2 39.9 40.4 40-3. +0.8 0.2 

Average hourly earnings, manufacturing. ...|| dollars 1.663 |r 1.649 1.658 1.596 +0.8 +4.2 

Personal income (S)§...............0..008: billion dollars n.a. 264.2 |r 266.7 254. 5a) -0.9 +3.8 

finance and Government— 

Bank debits, outside New York City®....... million dollars 67,412 74,908 74,948 69,827 -10.0 -3.5 

Business loans’snccc cee oie ore ere ee ee million dollars 20,774 20,598 20,625 19,335 +0. 9 +7, 4 

Consumer instalment credit outstanding’. . .|| million dollars n.a. 14,732 |r 14,405 12,903a 42.3 414.2 

Privately held money supply?.............. billion dollars n.a. 186.1 185.3 175.8 40.4 45.9 

Federal budget receipts................... million dollars 4,050 3,316 9,796 3,594 +221 412.7 

Federal budget expenditures............... million dollars 5,018 6,742 6,930 5.087 -25 6 1.4 

Defense expenditures..................45 million dollars 3,534 4,367 4,024 3,368 FIG 44.9 

Federal budget surplus or deficit, cumulative’ million dollars —4,394 —3,426 its -3,661 ; : 

S§ Adjusted for seasonal variation 3 Average weekly | 6140 centers July, 1951 

‘Shipments 4A verage of 28 i 7 een . 

fares arene diy root mieten veep Mendy deer.) eee 


R New series; not comparable to earlier data shown. 


Sources: Association of American Railroads; Bureau of icultural Economics; Bi istics; F 
Notiohal Machine’ Tool Builders? Association! Tous Dereteae reat eae pokes Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
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